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F il Commission—Written Evidence 
Vol. Ill 


ENGINEERING ASSOCIATION OF INDIA, CALCUTTA. 

The Association would make it clear that the views expressed below refer mainly 
to the engineering and allied industries in which the Association are mainly in¬ 
terested. 

Before going further, the Association would like to make clear the ramificatio 
of the Engineering Industry. No proper documentation of tho definition of tue 
Engineering Industry has so far been made either in this country or in any other 
country of the world because the Association find that this term is very loosely used. 
For instance, sometimes such terms as engineering and Iron and Steel or Engineering 
ai hipbuilding or Engineering and .Machine Tools or Engineering and Aircraft 

ar_ed thereby indicating as if Engineering and the branches of the Engineering 

Industries were two separate things. The Association would, therefore, request 
the Fiscal Commission to describe the scope of En ;ring Industries in order that 
in future course of action Government of India ant trade may follow a sustained 

policy for the development and protection of the engineering industries. The 
Engineering Industry should include : — 

Iron an l Steel Industry — 

(1) Main Industry 

(2) Ro-rolling Industry 

(3) Ancillary Industry 

(4) Associated Industries 

(i) Tinplate Industry 

(ii) Steel Castings 

(iii) Wires and Wire Nails Industry 

(iv) Screw Industry 

(v) Bolts, Nuts and Rivets 

(vi) Expanded Metal 

Non-Ferrous Metal Industry — 

Aluminium Industry 
Copper Industry 
L id Industry 

An';.’ 

Tin industry 

Miscellaneous Non-Ferrous Industries 
Non-Ferrous Refining Industries 
Secondary Metals 



Machine Tool Industry 
Small Tools 

Mechanical Engineering Industry 

Industrial Plant and Machinery Industry 

(i) Textile Machinery 

(ii) Sugar Machinery 

(iii) Vegetable Ghee Plants 

(iv) Pine Chemical Plants and Machinery 

(v) Miscellaneous : Cement, Paper-Machinery etc. 

Diesel Oil Engines 

Road Making Machinery 
Weighing Machines and Jacks 
Water Fittings 
Centrifugal and Hand Pumps 
Pipes and Tubes 

Electrical Engineering Industries 

Electric Fans 

Electric Lamp Industry 

Electric Motors 

Electric Wires and Cables 

Electric Lighting Accessories 

Conduit Pipes 

Black Adhesive Tapes 

Distribution Transformers 

Dry Batteries and Cells 

Broadcasting Receivers 

Secondary Batteries 

Communication engineering like telephone and telegraph equipments etc 

Structural Engineering 

Ship-Building Industry 

Engineering Stores 

Coated Abrasive Industry 
Belting Industry in India 
Steel Belt Lacing 
Grinding Wheels'Industry 
Belt Fasteners 
Ball Bearings 

Scientific Instruments 
Railway Engineering 
Automobiles and Bicycles 
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PART I 
Section A (1) 

Introductory—Changes in the economic background since 1922*23. 

Question l.—Do you consider that the economic background in the country has so altered 
since the Indian Fiscal Commission reported in 1922 that it necessitates a 
fundamental change in the approach to the problems with which the present 
Commission is concerned ? 

Yes, the Association consider that the economic background in the country 
has fundamentally changed with the result that the country’s fiscal policy requires 
a considerable change in order to fall in line with the aspirations of India’s growing 

industries. 

Question 2. — Will you list the principal changes in our agricultural situation in respect 
°f 

(a) Production, 

(b) Consumption and 

(c) International trade in agricultural commodities\ 

The Association are not concerned with these and, therefore, they would not 
like to make any observations. 

Question 3.—To what extent, if any, have these changes affected or are likely to affect 
the future pace and direction of our industrial progress ? 

Since the Engineering Industries do not depend for their raw material on agri¬ 
cultural products this question does not arise directly. However, there is one im¬ 
portant point with regard to the demand for machinery to be used on the farm. 
In so far as the demand ofagricultural India for machinery is concerned the Associa¬ 
tion hope this would necessitate the development of industries connected with 
agricultural plant and machinery and agricultural implements in order to satisfy 
that demand. Although mechanisation of agriculture has not so far gone ahead, the 
Association feel, from the changes brought about during the last two years in regard 
to reclamation of waste land, that the demand for agricultural machinery is likely 
to be considerable in future. 

Similarly, the development of certain branches of Engineering Industries, 
for instance, jute mill machinery, sugar mill machinery, and cotton mill machinery 
depend for their developments which in turn are dependent upon agricultural crops 
like sugar cane, jute and cotton. Therefore, the development of these three agri¬ 
cultural industries is likely to stimulate the sugar, cotton and jute industry which 
in turn lead to a demand for industrial machinery for these industries. The 
development of these industries has already led to an increasing demand for these 
types of machinery and the development of new engineering industries in order to 
satisfy these demands has already taken place to a certain extent. 

Question 4.—What are the, basic improvements in our agriculture and mining that you 
would consider urgently necessary as a support for any policy of intensified 
industrialisation t 

The Engineering Industries are mainly concerned with the developmtnt of 
mining industries in so far as the growth of Engineering industries is dependent 
upon them. For this purpose the Association would suggest the development ol 
18 M. of Com, 
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coal industry on the lines of the recommendations of the Indian Coalfields Committee’s 
report 1946-47 regarding conservation of coal, regional production and regional 
consumption and also better coal preparation methods for distribution. The indus¬ 
trial consumers of coal have been demanding the supply of coal on specification and 
this can be met only by the establishment of washing plants to clean all coal to stan¬ 
dard specifications. There is too much laxity in the existing grading system and 
the consumers are content to accept coal of inferior quality at higher prices since 
standards are not officially enforced. 

The second important mining industry which requires development on sound 
and systematic lines is the mica industry as mica sheets are required to be processed 
in a special manner for the development of our electrical industries. 

Similarly, in order to help the establishment of more steel works, the develop¬ 
ment of iron ore industry in other provinces than those where they are already being 
mined is necessary. India has been an exporter of iron ore and the development of 
iron ore mining may help the country to earn foreign exchange. 

Question 5.—What are the main directions in which our industrial development has 
progressed since the Indian Fiscal Commission reported in 1922 ? Please give 
your appreciation of the same. 

The main development in the field of Engineering Industries since 1922 has 
been the development of secondary industries. Almost all the Engineering Industries 
excepting iron and steel have been developed after 1922. When the Indian Fiscal 
Commission reported in 1922, they made a survey of the economic-position in India 
and regarding Indian industries they reported as follows :■— 

“On the industrial side India has two great textile industries on modern lines, 
cotton and jute. In 1919 which is the latest year for which statistics 
are available, there were 277 cotton spinning and weaving mills 
employing 3,06,310 persons in addition to 1,40,786 employed in 1,940 
cotton ginning, cleaning and pressing mills. The jute industry possess¬ 
ed 76 mills employing 2,76,079 persons, besides 211 jute presses in 
which 33,316 persons were employed. Next after these two great 
industries come the railway work shops with 1,26,134 employees and 
rice mills with 48,563. Engineering workshops, tanneries, tile factories, 
iron and steel works, mineral oil and many other industries employed 
appreciable numbers, but out of a total of industrial workers for all 
India which is returned at 13,67,136, the cotton and jute mills together 
with the gins and presses and the railway workshops account for no 
less than 882,625. The above figures relate to what are known as 
large industrial establishments and take no account of the important 
industry of coal mining which in 1919 employed 203,752 persons, 
nor of the numerous village or cottage industries of which far the most 
important is that of handloom weaving which is believed to provide 
employment for over two million workers.” 1 

From the above it would appear that the Engineering workshops were summarily 
dismissed and the Fiscal Commission of that time did not take any notice of the 
development of these industries. The Association are not concerned about the rea¬ 
son for this treatment meted out to the engineering industries at that time and 
during the two decades following. But what is most important to consider is that 
the development of these industries even at that time was worthy of being recorded 
in order that the future industrial generation of India might have taken notice of the 
deficiencies in this regard and tried to fill those gaps in the industrial canvass 
of India in the years which followed. 

1 Report of the Indian Fiscal Commission 1921-22, pages 17 and 18, para. 30. 
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The Eiscal Commission of 1922 summed up the industrial position of India in 
these words : 

“We find in the cotton and jute mills two important industries of modern 
type, a considerable diffusion of mechanical engineering represented 
by the railway workshops and the private engineering works which are 
now springing up, the beginnings of an Iron and Steel Industry and 
a number of mining industries, none of which has yet reached the 
stage of being a serious economic factor in the country. In addition 
there is a large production of mineral oil and there is the important 
industry of coal mining on the future of which the industrial develop¬ 
ment of the country largely depends. Finally, scattered throughout 
the country unorganised and handicapped by methods of marketing 
and finance that hardly permit them to rise above the lowest economic 
level is a vast army of handloom weavers.” 1 

This was the industrial position in 1922 as surveyed by the Fiscal Commission. 
From the above it would appear that there were three types of engineering industries 
taken account of by the Commission, namely (1) Railway Workshops, (2) Private 
Engineering Workshops and (3) An Iron and Steel Industry which Was reported as 
having made only a beginning. The Association are not surprised at this census of 
the Engineering Industries of which the notice was taken by the Fiscal Commission. 
At that time in the field of Iron and Steel Industry there were only the Tata Works 
at Jamshedpur and that too in a struggling state. Since 1922 the development of 
Engineering Industries in all the sectors has gone apace as would be evidenced from 
the following accounts which the Association give regarding the development of 
these industries. 

Iron and Steel Industry .—The iron and Steel Industry in India comprises of 
two sections: (1) The basic industry and (2) the steel re-rolling industry. The basic 
industry is in the hands of main producers who manufacture steel by using the Besse¬ 
mer Open Hearth Process. They melt the iron ore, make pig iron out of which they 
manufacture steel, whereas the re-rollers use either billets or scrap and five of the 
important units in this section of the industry are equipped with electric furnaces 
to make steel from scrap by electric process. 

There are at present three workshops in the field of the basic steel industry, 
namely (1) Tata Works at Jamshedpur (2) Indian Iron and Steel Co., Ltd., and 
Steel Corporation of Bengal, at Burnpore and (3) Mysore Iron and Steel Works at 
Bhadravati. The Indian Iron and Steel Co., was floated in 1918 and later on was 
amalgamated with Bengal Iron Co., in 1936. The capacity of the newly amalga¬ 
mated company was 850,000 tons of pig iron and 100,000 tons of cast iron pipes, 
sleepers and general iron castings per annum. The Steel Corporation of Bengal 
came into existence in 1937 and set up a steel plant adjacent to the blast furnaces 
of the Indian Iron and Steel Co. The new Steel plant commenced production on the 
10th November, 1939. The capacity of the Works is about 200,000 to 250,000 
tons per annum. 

The third main producer of iron and steel is the Mysore Iron & Steel Works at 
Bhadravati. About the year 1920 the Mysore Government erected the Works 
with a productive capacity of 28,000 tons of charcoal pig iron per year. A surplus 
was left after being used for cast iron pipes and to take care of the surplus a steel 
plant was added in 1934. It is understood that the capacity of the rolling mills 
is 28,000 tons of light structural and bars. There is also a rod and strip mill with a 
capacity of 5,000 tons of hoops and another 5,000 tons of rods of quarter inch and 
below. 


*. Report of the Indian Fiscal Commission 1921-22, para. 31, page 80. 
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Before the war of 1939 India was producing about 1,750,000 tons of pig iron 
of which nearly 60 per cent was used for making steel and the remainder was used 
in foundries in the country and exported outside. The chief markets for Indian 
Pig were Africa, Java, Ceylon, Burma, the U. S. A, Japan and the U. K. 
The quantity of finished steel manufactured came to about 750,000 tons per annum. 
In addition to these 750,000 tons of finished steel produced in India the country was 
importing about 150,000 tons to 300,000 tons per annum, thus bringing the total 
consumption to nearly a million tons. 


During the first year of the war, Tatas added a Magnesite Plant for the production 
of magnesite peas and magnesite bricks. In addition to this some other extensions 
have also taken place the most important of which are their Wheel and Axle plant 
and the Toluene plant. The Mysore Iron & Steel Works added a 25 ton basic furnace 
together with two small electric furnaces which has increased their productive capa¬ 
city to well over 50,000 tons. Mysore has also manufactured ferro-silicon of the 
quality required, for the first time in India and India may be considered self suffi¬ 
cient so far as this alloy is concerned. The Steel Corporation of Bengal have added 
a new Duplex plant during the war. 

Out of the ten blast furnaces working in India five belong to Tatas, one to 
Mysore and four to Indian Iron & Steel Co. Before the war wagons were manu¬ 
factured in India but wheels, tyres and axles had to be imported. However, with 
the operation of the wheel and axle plant at Jamshedpur this need has been met. 
Another notable achievement is the manufacture of high silicon sheets for the re¬ 
quirements of the electrical industry of the country. 


Alloy Steel .—The most significant development during the war time, has been 
the manufacture of alloy, tool and special steels. Previously the production of alloy 
steel was only 250 tons per month which has now reached the figure of 1,000 tons per 
month. 

Alloy steel is the steel of the future as ordinary carbon steel is being gradually 
replaced in many manufacturing processes by alloy steel since the latter gives more 
strength for its weight and resists corrosion. India, is well placed for the manufacture 
of alloy steel. Even before the war, low alloy steel was successfully manufactured 
by the Steel Industry in India under the names ‘Tiscor’ and ‘Tiscrom’ but the 
impetus of war has given further confidence and experience in its manufacture 
since thousands of tons of special steels of varied specifications have been 
made in the country for munition purposes in electric furnaces and by other 
processes and it can be stated that the industry has mastered the preliminary 
difficulties. The Jog Hydro-Electric Scheme in Mysore when completed will 
add 64,000 H. P. from Sivasamudran and Shima Power Station to begin 
with. At its first stage of operation, Jog is expected to give 32,000 
H. P. by 1956, and thus help to make Mysore the centre of alloy steel and other alloy 
metals industry, with its cheap electric power and chrome and other minerals found 
in the neighbourhood. As regards further development in British India of the 
industry of alloy steel and other alloy metals, help is required from Government (a) 
for provision of cheap electric power. (6) for a pilot plant to manufacture electrodes 
for electric furnaces since electrodes are a heavy item of expenditure in electric 
furnaces and practical research aided by Government is required to make electrode 
manufacture a success though many private part ies have been experimenting in this 
line with varied results, and (c) for laying down specifications for Government require¬ 
ments of tool steel etc., with a view to utilising the special alloy steels that can be 
made in the country mostly from materials available in this country. It may be 
stated here that the establishment of electrode industry in the country would be a 



great help to Aluminium Industry also. The alloy steel industry is the source of the 
very important industry of tool steel and machinery parts etc., and as such requires 
fostering by the State. 


Other Achievements .—Other war time achievements of the Indian Steel Industry 
are high speed steels for machine tools, high carbon steels for the manufacture of 
mint dies and certain other types of plain carbon for high explosive shells for ord¬ 
nance purposes. The making of high carbon tool steel has already resulted in the 
expansion of twist drill manufacture. This may lead to the establishment of such 
industries as razor blades, files, cutters, knives, dies etc. Nickel steel plates for gun 
carriages and a special high alloy nickel manganese steel was also manufactured 
during the war. The Indian Steel Industry has also manufactured stainless steel. 
But it is understood that financial difficulties have come in the way of its development 

Steel Re-rolling Industry .—The Steel Re-rolling Industry is of recent growth. 
In 1919 the idea of starting the Steel Re-Rolling Industry was mooted out but attained 
maturity only in 1929. The first re-rolling mills were engaged in rolling scrap accu¬ 
mulated in railway workshops. Subsequently a better class of scrap was imported 
and billets were purchased from the main, steel producers and these were rolled into 
useful sections required for construction and other purposes. Twenty years ago there 
were only 2 or 3 re-rolling mills in the country. But from 1935 onwards largely owing 
to the feverish re-armament boom in Europe, the industry got a fillip and by 1940 
the number of mills rose to about 50. In the latter part of 1941 the war demand for 
steel became so heavy that the entire production of the re-rollers was taken over for 
military purposes. This abnormal demand encouraged the establishment of new 
mills and there arose as many as 150 re-rolling mills of all sorts and conditions. 

There were 4 types of steel re-rollers during the war, namely, Class A-l, A, B, 
and C Class. A-l were the mills which were highly efficient mills producing specialised 
products ; Class A, less efficient ; class B still less efficient and class C least efficient. 
This classification was brought about during the period of the war in order to enable 
the Government to allocate the available raw material iamong these mills. B and 
C class re-rollers comprised the majority of the re-rolling mills and were about 90 
in number. Five of these have established electric furnaces and they can be regarded 
as secondary producers. At present there are only two classes of re-rollers, viz., 
registered and un-registered. 


In the year 1933 the conditions obtaining in the Re-rolling Industry was sub¬ 
jected to expert scrutiny and investigation by the Tariff Board who reported as 
follows :— 

“The industry is very new and inexperienced and for the most part poorly 

equipped.we believe that as in England and elsewhere there 

is a place for these re-rolling mills in a well organised industry and that 
the growth of re-rolling section of the industry capable of dealing with 
small orders even of steel products which may compete with the out¬ 
put of the main steel producing works will be a natural and desirable 
outcome of the present tendency”. 

The most serious problem confronting the re-rolling industry is the acute short¬ 
age of raw materials. The stage has been reached when the re-rolling mills collect¬ 
ively must either put up their own steel making plant and be self sufficient in the 
matter of raw material supplies or they must enter into some agreement with the 
main producers which may enable them to put up further steel making capacity in 
their existing works exclusively for the re-rollers. 




Before the war, ttiis industry was protected by Government by exempting foreign 
billets etc., from impoit duty and by not subjecting the re-rolling industry working 
on scrap or purchased billets to the excise duty which the mam steel industry had to 
pay. These advantages to the industry should continue but something more has 
to be done to evolve order and rationalisation at least for the C class re-rollers who 
are apt to multiply inconveniently. The Government control on this industry has 
to continue because then it would be possible to admit some sort of rationalisation 
aiming at (1) zonal distribution of the industry to eradicate unfair local competition 
(2) standardisation of products to eliminate inefficient units (3) control of production 
to avoid overlapping and oveiproduction and to render scope for specialisation in 
different lines of production and (4) distribution of billets procured fiom the main 
steel industry. 

Ancillary Industry : 

Refractories .— There are various industries ancillary to steel production which 
have developed since 1922. These are refractories like silica bricks, fire bricks, 
magnesite bricks etc., the estimated annual consumption of these is as follows :— 


Fire Clay Bricks 

95,000 tons 

Silica Bricks 

25,000 tons 

Magnesite Bricks 

4,000 tons 

Chrome Bricks 

1,500 tons 


The industry has made great progress since 1939 and the present production of 
refractories comes to about 190,000 tons per annum. 


Ferro-alloys. —In addition to these all steel manufacturers use some ferro alloys. 
The simplest ferro alloys are ferro silicon and ferro manganese. The manufacture 
of ferro silicon has been started at Mysore during the war and it is considered that 
they shall be meeting a substantial demand of the country. Ferro manganese is 
also manufactured at Jamshedpur. 


Associated Industries-. —Since 1922 some other industries which are associated 
with the Steel Industry have been developed in the country. These industries com¬ 
prise the manufacture of tinplate, bolts, nuts and rivets, steel castings, wire and wire 
products, wood and machine screws, expanded metal, wire mesh, wire gauge etc. 
These are all essential products in the industrial economy of the country. Before 
the war (1939) India’s requirements of 23,000 tons of bolts, nuts, and rivets were 
largely met from imports. Tinplate industry was started some 25 years ago and has 
now been definitely established. 


Tinplate Industry. —The establishment of the Tinplate Industry in India dates 
back to the year 1920 but the actual production of tinplate started in 1923. This 
industry came within the purview of the Tariff Board in 1924. The Tariff Board 
reported that the natural advantages which the industry for the manufacture of 
tin-plates were those which held good in the steel industry generally. The tin had to 
be imported but in this respect India was not worse off than the United Kingdom. 
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The progress of the Indian Tin-Plate Industry will be evidenced fromthe following 
figures of production: 


Year 

Indian 

Production 

(tons) 

Imports 

(tons) 

Total Indian 
Consumption 
(tons) 

1929-30 .... 

35,081 

31,087 

66,768 

1930-31 .... 

37,868 

17,229 

55,097 

1931-32 .... 

38,306 

7,584 

45,890 

1932-33 .... 

38,967 

7,003 

45,970 

1933-34 .... 

45,270 

7,240 

52,510 

1934-35 .... 

49,934 

5,583 

55,517 

1935-36 .... 

51,839 

6,488 

58,327 

1936-37 .... 

52,643 

1,352 

53,995 

1937-38 .... 

53,431 

7,441 

60,872 

1938-39 .... 

46,761 

14,013 

60,774 


The progress of the industry since 1939 is indicated in the following table : 


Years 


Production 

(tons) 


1939 

1940 

1941 

1942 

1943 

1944 

1945 


59,065 

61,787 

57,340 

58,335 

68,408 

73,512 

62,216 

58,250 


1946 
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Steel Castings-. —The Steel Castings Industry was also started near about 1922 
and made rapid progress after 1935. This industry was examined by the Tariff 
Board in 1937 for protection and assistance. The economic position of the industry 
was summed up by the Tariff Board in the following words :— 


“The industry at present works in a circle ; prices are fixed on the basis of 
present costs and costs cannot be reduced because prices are too high 
to secure orders sufficient to ensure an economic output”. 


The main difficulty in the way of growth was dumping by Continental firms. 


The industry, however, developed as a result of the recommendations of the 
Tariff Board and the establishment of the Wagon building industry which was the 
second best consumer of steel castings the first being the railways themselves which 
ordered the wagons. During the war (1939-45) the industry witnessed a period of 
comparative prosperity. An additional demand for castings was created by the 
war-time purchases of the Government. In common with a number of other 
Indian Industries, the steel castings industry was also subjected to Government 
control when it became evident that some measure of priority rating was absolutely 
indispensable to secure the most desirable sequence of deliveries. Accordingly a 
panel representative of almost the entire industry was constituted with representatives 
from the four important steel castings producers who between themselves command 
more than 75 per cent capacity of the entire industry. 

The present potential capacity of the industry is about 13,000 tons of steel 
castings per annum. The bigger of the Indian foundries are laid out for mass pro¬ 
duction of railway castings such as axle boxes, rubbing blocks, buffer plungers etc. 
The industry today, however, suffers from a serious drawback for want of sufficient 
machining capacity. 

Wire and Wire Nail Industry .—India owes the wire and wire nail industry tc 
the pioneering efforts of the Indian Steel & Wire Products Ltd., which was formed ir 
1919. Actual operation commenced about 1923. The early history of this industry 
is full of vicissitudes and their progress during 1928-29 and 1932-33 will be evidenced 
from the following figures 


Year 




Wire 

Wirenails 

1928-29 . 

• 

• 

* 

1,898 tons 

1,031 tons 

1929-30 . 




865 „ 

1,090 „ 

1930-31 . 

• 

• 

• 

1,819 ,, 

1,554 „ 

1931-32 . 

• 


■ 

2,116 „ 

1,754 „ 

1932-33 . 

. 

. 

. 

4,952 „ 

3,678 „ 
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This industry too came in for review by the Tariff Board in 1932 as a result of 
which protection was granted to tbs industry under the shelter of which the industry 
made rapid progress. The present production capacity of the industry is as under:— 

Name of the article Productive capacity 

(in tons per year) 


1. Bars & Wire Rods 


• 



60,003 

2. H. B. Annealed Wire . 


• 



43,000 

3. Galvanised & Telegraph Wire 


• 



7,000 

4. Barbed Wire 


• 



6,000 

5. Wire Nails .... 


• 



4,500 

6. Bolts, Nuts & Rivets . 


• ' 

• 


1,000 


In addition to Indian Steel & Wire Products Ltd 
facturers of wire nails in the country. 


, there are other small manu-. 


Wood Screw Industry.—The Wood Screw Industry has been developed in the 
country during the period of the last war. The industry came into being directly 
as a result of scarce conditions of supply created by the war. The present production 
of wood screws in the country is roughly 400 to 500 tons per annum. The demand is 
2,000 tons per annum. The industry has been hard hit owing to partition and keen 
competition from abroad. 

Bolts, Nuts and Rivets. —This industry has considerably developed during the 
last 20 years. The country imported roughly 23,700 tons of bolts, nuts and rivets 
before the war. The production of the industry at present is roughly 30,000 tonH as 
against an annual demand of 50,000 tons. 

Expanded Metal. —The Expanded Metal Industry owes its origin and develop¬ 
ment to the World War II. The present production of expanded metal in the 
country is in the neighbourhood of 3000 tons, which is not only sufficient to meet the 
country’s demand but can enable the country to export some quantity outside. 

Non-Ferrous Metal Industry. —The Non-Ferious Metal Industries as they are at 
present carried on in India can be grouped as follows:— 

Production of virgin metals from Indian ore deposits. This is primary pro¬ 
duction. 

2. Reclamation of metals and alloys from scrap. That is secondary production. 

3. Processing of metals into semi-manufactures, and 

4. Fabricating and casting industry which makes finished products out of 

sheets, rods and bars etc. 

Non-ferrous industries in the country have developed only recently. The 
increased war demand fot non-ferrous metals and for the manufactures thereof gave 
a strong fillip to their production in the country and this has had notable influence 
on the mining of ore and on the refining of scrap. Great impetus was also given to 
the manufacture of the various alloys required for conversion into sheets, pipes, tubes, 
etc., required in electrical, automobile, shipbuilding, aircraft and other industries. 

Production of Virgin Metals. —At present India produces aluminium, copper, 
antimony and lead among metals. The production of copper is about 6000 tons, 
antimony 250 tons, lead 100 per annum. 

Aluminium. —The present productive capacity of aluminium industry in India 
may be taken at 3500 tons per annum for each of the two factories in the country. 
This will meet the entire demand for aluminium in the country. 


18 M. of Com. 
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The Aluminium Corporation of India manufacture metal from alumina produced' 
from Indian bauxite and turn them into bars, sheets, and circles. The Indian 
Aluminium Co., Ltd., use both indigenous and imported alumina. They manufac¬ 
ture ingot, sheets and circles etc. 

The greatest danger to the Indian industry is the enormous increase in the 
production of aluminium diming the war period in countries like Canada, Japan and 
the U. S. A. To give an idea of the enormous increase it may be stated that accord¬ 
ing to the Canadian Munster of Munitions during the war, Mr. Howe, the production- 
in Canada was as follows:— 

1939 ..... 83,000 short tons 

1942 . 3,35,000 „ „ 

1943 . 5,03,000 „ „ 

There are three important industries connected with aluminium : 

(1) The production of Metal from bauxite. 

(2) Fabrication of the metal into bars, sheets and castings. 

(3) Manufacture of consumer goods. 

Aluminium industry has become very important because of increasing use that 
if made of aluminium in the automobiles, aircraft, chemical and other industries. 
Besides owing to its lightness and comparative cheapness, aluminium is required in 
many other industries like chemical, metallurgical etc. The Wai of 1939 has shown 
the great importance of aluminium which wrs used in the manufacture of auxiliary 
parts of electrical transformers, field telephone parts, scientific instruments, alu¬ 
minium cables & conductors etc., etc. For active industrialisation of the country 
the aluminium industry must be protected in order that it gets established in the 
country. 

Cojrper. —India has only one copper smelter belonging to the Indian Copper 
Corporation Ltd., in the province of Bihar. The first refined copper in India was 
produced in 1929. It produces about 6,000 tons of copper by treatmg about 350,000- 
tons of ore. In addition to virgin metal they manufacture brass and copper sheet, 
and strip etc. 

Antimony. —One of the important developments duiing the war was the begin¬ 
ning of manufacture of antimony in the country. There is only one smelter situated 
at Bombay which now uses imported antimony ore from Brazil after the partition 
of the country as their original supply used to come from Chitral in the N. W. F. P. 
The present production is about 250 tons per annum. The industry was examined 
by, the Tariff Board for protection and assistance and enjoys protection as accepted 
by the Government. 

Lead .— The present production of lead is about 100 tons a year which is rather 
insignificant as compared to the demand which comes to about 8,000 tons of lead 
both wrought and unwrought. The demand for lead sheets is likely to go up on 
account of development of electrical industries. Lead sheets, accumulator plates 
and lead pipes are all manufactured in the country. 

Tin.— Tin industry is an important branch of the non-ferrous metal industries' 
because of its extensive use. It is used in the manufacture of anti-friction metal 
and solder. It is also used for the condenser manufacture in the electrical industry. 
During the war an attempt was made to refine imported tin from Burma but the 
industry was lost owing to absence of imports when Burma became an active theatre 
of war. 

Miscellaneous Virgin Metal Non-Ferrous industries. —Under the miscellaneous 
group fall such industries as nickel, magnesium, manganese, beryllium, arsenic,. 
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barium, titanium, chromium etc. The following table will indicate at a glance,. 
India’s production of these metals and their consumpt ion :— 


Name of the 
metal 

India’s demand 

India’s production 

Nickel 

3,000 tons per annum 

Nil 

Some 2,000 tons per year of Nickel! 
Silver is also imported into India. 

Magnesium 

Exact tonnage i; not 
known but Indiai con¬ 
sumption is very little. 

About 43,000 tons of Magnesite- 
was mined in India in 1939. The; 
whole of it is exported. 

Manganese . 

Exact tonnage is not 
known. 

Only a small fragment of the quan¬ 
tity mined was uptil recently 
smelted for the production of" 
ferro manganese. Some 20,GOO 1, 
tons of ferro manganese is being: 
manufactured annually. Over- 
95% of Manganese is exported.. 
India is one of the two principal' 
producers of high grade Manga¬ 
nese in the World- 

Beryllium . 

Very little . 

Itajputana produces excellent Beryl 
for export. Between 1932-35 it 
exported between 100 to 300 tons 
annually. 

Arsenic 

About 200 tons 

1 

Before the War Arsenic compounds 
were extracted in Chitral. Exact 
tonnage is not known, but there 
are enough deposits to start an 
industry to meet the Indian de¬ 
mand both as metal and as com¬ 
pound. 

Barium 

Exact tonnage is not 
known but it is exten¬ 
sively used in the paint, 
ceramic and glass indus¬ 
tries. 

In 1941 the total Indian production 
of Barytes, the chief ore of Bari¬ 
um was 22,250 tons which was 
chiefly used in the Paint Indus¬ 
try. 

Titanium . 

Not exactly known 

The Bauxite deposits now worked 
for Aluminium Manufacture con¬ 
tain appreciable quantities of 
Titanium which can be recovered 
as a bye-product. No commer¬ 
cial production is at present 
undertaken. 

Chromium . 

About 15,000 tons 

During war years the production 
was about 50,000 tons but it 
can be developed further. 
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Name of the India's demand India’s production 

metal 


Tungsten 


The present consumption 
of tungsten is not much 
but with the future ex¬ 
pansion of the steel in¬ 
dustry it is likely to be 
considerable. 


Production not undertaken at pre¬ 
sent. Wolfram which is the 
chief ore of Tungsten is found in 
workable amounts in Rajputana 
and 0. P. but no estimates of 
the reserves have so far been 
made. 


Non-ferrous refining industries .—Refining of non-ferrous metal scrap is an im¬ 
portant industry. In countries where there is a paucity of virgin metal every effort 
has to be made to refine the scn.p. During the car this industry has developed 
considerably. 

Non-ferrous Metal Manufacture. - During the war India has made great strides 
in the processing of non-ferrous metal alloys and could have made still better progress 
had it been possible to import modern plant with trained personnel. The greatest 
development has been in the pioduction of wire, strip and rod, a field which has 
hardly been touched before fhe wai of 1939. The country is now manufacturing all 
types of non-ferrous metal products like brass and copper wire, sheet and strip, rods 
and bars, lead pipes and lead sheets, bearing metals, gun metals, phosphor bronze, 
brass and copper sheets etc. 

The non-ferrous metal industry in India is in its infancy and this country has a 
long way to go if she is to take her proper piece among the non-ferrous producers 
of the world. Specially, in view of her paucity of raw mat erials, active steps are 
called for. if India uses her opportunities v ell and gets astride i r time not orly 
will she be able to snonlv net own expanding markets but may elso capture a portion 
of the eastern maikets. 

Machine Tools.—Machine Tools is one of the most important industries which 
has developed during the w>r. Befoie the war there was no regular machine tool 
industry ir India Just befo :e the war, the great majority of the machine tools were 
imported. But during the war considerable development took place in this field. 

The machine tools manufactured in India comorise, among others, lathes, drilling 
machines, planing machines, shaping machines, moulding machines, grinding and 
polishing equipments, shearing machines. The production of machine tools during 
the last year came to about 1691. There are about a dozen first-class manufacturing 
firms in the country and the machine tool industry has now definitely come to stay 
in the country. 

The industry was examined by the Tariff Board in 1946 but the ’working of the 
recommendatic ns of the Tariff Board has been such that the industry has not been 
able to get any relief. The importance of the machine tool industry to the national 
economy of the country is very great. In a country like India where industrialisation 
has just begun a flourishing machine tool industry would be a powerful factor in the 
establishment of new industries and tht development of existing ones. The machine 
tool industry cannot well exist anywhere but in a large industrial country and we feel 
that the plans of industrial development for future India wall provide the machine 
tool industry with a great opportunity. “Just as cotton is the first industry to be 
set up when an agricultural country embarks on industrialisation so the manufacture 
of machinery will be the last but one and machine tools last of all”. It is extremely 
necessary that a strong machine tool industry is maintained as a part of public policy 
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Small Tools. —Under small tools are included (1) hand tools such as pick axes 
shovels, chisels, screw drivers and (2) metal cutting tools like twist drills and (3) 
wood working tools. Before the war the small tool industry was not very much 
developed. The indigenous production could meet only 10 per cent of India s 
total demand, the remaining 9(1 per cent being imported from abroad. 

During the war the industry got a strong fillip. In war time the production 
of small tools had been increased considerably as would be evidenced from the 
following figures of average annual production :— 

Hammers . . . . . - . 5 lakhs 

Pliars ... . . 3 lakhs 

Chisels ...... 3 lakhs 

Screw drivers . . . . .3 lakhs 

Drills ...... 4 lakhs 

The small tools industry operating in India produces a large variety of small 
tools and there are several factories big and small in the industry. The tools manu¬ 
factured by the industry have now reached a high degree of precision and the in¬ 
dustry is adequately financed and manned by suitable technical personnel. 

Mechanical Engineering Industry. —Mechanical Engineering is that branch . of 
the Engineering Industry which concerns with the shaping, processing and treating 
of metals. In India the industry first started with the repairing of machines, 
their parts and other appliances. Thus in the first stage this industry was engaged 
in repairs etc. The second stage in the development of mechanical engineering en¬ 
visaged making of parts of machines, and in the third stage the development of 
mechanical engineering witnessed the manufacture of industrial plant and machinery, 
prime-movers and other types of machines. 

Industrial Plant and Machinery .—This industry has made a headway only re¬ 
cently. The range of manufacture of industrial plant and machinery is so varied that 
it is not possible for us to indicate all the items. The Association, therefore, make 
only a passing reference to these industries in order to indicate the development 
that has already taken place since 1924. 

Textile Machinery. —The manufacture of textile machinery in India was started 
after 1930. The country now manufactures in the field of spinning machinery, spin¬ 
ning rings, ring frames, flutted rollers and a large number of spares. In the field of 
weaving machinery the country manufactures looms and all the necessary parts. 
The industry is quite self-sufficient in regard to the manufacture of finishing machinery 
like dyeing, bleaching, etc. One of the long-felt difficulties of the textile industry 
has been that it has had to depend on foreign countries for the fabrication of textile 
machinery and parts with the result that in times o f crisis like war its efficient 
working and expansion are seriously hindered. The establishment of the textile 
machiner y industry, therefore, fills an important gap in the industrial economy of the 
country. 

Sugar Mill Machinery.—After the textile machinery, sugar machinery ranges 
first in the list of India’s requirements for industrial plant and machinery. The 
manufacture of sugar machinery on any large scale has recently begun in the country 
and there is a large number of factories doing casting work for sugar machinery 
and others which manufacture sugar machinery parts. Regarding the ability of 
the Indian Engineering industries to manufacture sugar machinery the Sugar Panel 
appointed by the Government of India in their report observed as follows :— 

“Detailed enquiries have been made by the Institute to ascertain the possi¬ 
bilities for the fabrication of sugar machinery by engineering firms in 
India. It has been found that there am several such firms possessing 
equipment suitable for this type of work who would presumably gladly 
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lake it up now that the pressure of work in connection with the war is 
reduced. The Panel accordingly recommends that a Central Expert 
Organisation at ..'.died possibly to the office of the Sugar Controller or 
the Imperial Institute of Sugar Technology, Cawnpore, should be set 
up for ascertaining requirements ; or classifying and consolidating them ; 
for the programming of their supply ; for the preparation of supply of 
design ; and for organising contacts between factory owners and engi¬ 
neering workshops”. 

Vegetable Ghee Plant .—The manufacture of vegetable ghee plants in India is 
carried on in its entirety. The industry has already supplied complete plants in¬ 
cluding post and pre- refineries and hydrogenation to a number of firms manufacturing 
vegetable ghee. The foundry, machine shop, and structural shops are well equipped 
for the fabrication of these plants. The Indian industry is able to guarantee earlier 
•deliveries, efficient working, and service facilities. 

Fine Chemical Plants and Machinery .—The manufacture of parts of chemical 
plants has been carried on in India for some time past. Rotary driers stills, acid 
pots, evaporators etc., have been manufactured in the country. Similarly, water 
softening plants, filters ^hnd a large number of others are being manufactured in the 
•country. If the proper materials could be locally produced, many of the stan¬ 
dard equipments can very easily be made in the country. 

Soap and Cosmetic Machinery .—The Indian Engineering Industries are also 
manufacturing machinery for soap and cosmetics industry. Machineries like soap 
plodding machines, soap kettles, caustic soda tank, soap calling frames are all being 
manufactured in the country. 

Miscellaneous group .—There is no planned production of machinery required 
by cement, paper, paint, rubber factories etc. The Engineering firms in the country 
have, however, in the past manufactured machinery parts according to the require¬ 
ments of individual parties and these industries may now be regarded as having 
begun regularly though in a small way. 

Diesel Oil Engines .-—The pioneering efforts in the field of diesel oil engines have 
been made by M/s. Cooper Engineering Ltd., Satara, which was started in 1922. 
In 1932 the manufacture of internal combustion engines was introduced with a 
range of solid injection type diesel oil engines in sizes from 7 B.H.P. to 20 B.H.P. 
During the war the manufacture of these engines had to be stepped up. Their range 
of industrial engines now includes cylinder, horizontal, cold starting, solid injection 
4 cycle types from 4 B.H.P. onwards ; twin cylinder type from 100 to 200 B.H.P. 
and 4 cylinder type from 200 to 256 B.H.P. together with the recently introduced 
design of 10 B.H.P. high speed engine operating at 1,000 R.P.M. M/s Kirloskar 
Brothers Ltd. another firm of pioneering engineers has established a factory at Poona 
for the manufacture of diesel oil engines. Their programme of manufacture includes 
from 5 B.H.P. to 300 B.H.P. to start with. They have already started manu¬ 
facture since last year. 

Road Making machinery -The chief items under road making mechinery are 
Bitumen boilers and mixers. These items are being manufactured in the country 
for some time past and the present production comes to about 1,000 pieces per 
year. The present production capacity of asphalt mixers and concrete mixers comes 
to about 60 pieces per annum. 

Read Rollers .—The manufacture of diesel engine road rollers has also now been 
started in the country. The Government of India have a contract with M/s. Mar¬ 
shalls of Gainsborough, England for the manufacture of 1,000 road rollers. Tata 
Locomotive and Engineering Co., Ltd., are the sub-contractors of M/s. Marshalls and 
they are at present making in co-ordination with M/s. Marshalls 20 road rollers a 
month. M/s. Jessop & Co., Calcutta are also manufacturing road rollers for the 
Government. 
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Manufacture, of Boilers and Locomotives. —A subsidiary of the Tata Iron & Steel 
Co., the Tata Locomotive and Engineering Co., Ltd., have successfully started the 
manufacture of boilers for locomotive after overcoming the initial difficulties. 
They are making now 4 to 5 boilers per month. This company’s programme is to 
make ultimately 100 locomotives per year and 100 additional boilers, whereas Gov¬ 
ernment locomotive Factory at Mihijam now under construction will make 120 
locomotives and 50 additiona' boners per year. 

Weighing Machines and Jacks. —The manufacture of weighing machines in 
India was started much before the war and two of the important units that were 
engaged in this line of manufacture are the Star Iron Works, Lilooah, and the India 
Machinery Company Ltd., Calcutta. The growth and development of sugar 
industry and later on the war of 1939 gave a strong fillip to the industry and the 
productive capacity of the firms expanded greatly. The increased production was 
achieved by the old firms due to their greater concentration on this item. 

There is a vast field for the weighing machine industry in India in the manu¬ 
facture of new types. 

In addition to weighing machines, jacks are also manufactured. In 1943 India 
produced some 15,000 jacks but there exists a capacity for over 75,000 units per 
annum. 

Water fittings. —Before the war there was no organised production of water 
fittings of standardised designs. India had to depend largely upon imports for her 
requirements. But during the war the manufacture of these articles was encouraged 
by the Government by placing large orders with them and supplying raw materials 
at controlled rates. 

The raw materials required for the manufacture of water fittings are: brass, 
■copper, gun metal ingots, scrap and zinc. The brass and gun-metal ingots form the 
basic raw material. These are melted in small crucible furnaces and the molten 
parts are then treated on lathes and various other operations of screwing, threading 
and cutting and grinding etc., are performed. Then the parts are fitted, chilled 
and buff polished. 

The industry has made considerable progress during the war years. The 
Indian production of water fittings like bib cocks, glob valve etc., are produced in 
sufficient quantities and good quality. 

Centrifugal and Hand Pumps. —The industry existed in India before the war, 
the four important firms engaged in the manufacture of centrifugal and hand pumps 
being M/s. Kirloskar Brothers Ltd., Kirloskarvadi, M/s. Jtoyi Ltd., Baroda, M/s. 
P. S. G. & Sons, Coimbatore and Maya Engineering Works, Calcutta. As a result 
of the impetus given by the war several other small firms came into the field to meet 
the civilian demand because the manufacture of these old established firms went 
to meet the demand of the Government. During the war the production of Cen¬ 
trifugal pumps received a set-back on account of non-availability of ball and roller 
bearings but it has now gained momentum again because the war time difficulties 
do not exist. 

Hand operated pumps are also manufactured in India by a large number of 
firms. In the case of hand pumps India’s production is quite sufficient to meet the 
•demand. 

Electrical Engineering Industries. —The development of electric power is a great 
desideratum for the development of all modern industries. It is a chief motive 
power for industries. In addition, electricity is essential for raising the standard 
of living of the people. The development of electricity meets the shortage of coal 
and oil fuels. The electricity will also hr required for transport purposes, specially 
for the electrification of railways, in order to conserve metallurgical quality of coking 
ooal and in the extended use of tram cars, consumption of electricity would increase 
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greatly. The use of electricity in, lighting and air conditioning is daily increasing* 
India possesses vast natural resources for generation of Hydro-Eleotrio Power. 
The potential reserves are estimated at about 27 million Kilowatts of which about 
half a million Kilowatts only have been used so far. 


With the greater consumption of electricity, the development of electrical 
e ngine or mg industries had taken place before the war of 1939. These important 
electrical industries, namely, electric wires and cables, electric fans and electric 
lamps had got definitely established. The manufacture of electric motors, transfor¬ 
mers etc., had begun on a small scale before the war of 1939. The war of 1939 
presented a tremendous opportunity to the development of the existing electri¬ 
cal industries. The industries that greatly expanded their production were electric 
Tans, lamps, motors, wires and cables and secondary batteries, dry batteries and 
cells distribution transformers and electric lighting accessories. Since the Fiscal Com¬ 
mission reported in 1922, all the electrical industries have developed in the country 
beyond measure. It is significant to note that inspite of the adverse circihnstances 
obtaining in the country, electrical engineering industries were the few of those which 
did not at all approach for protection. 


Electric Pams.—Electric Fan industry in India was started in 1924 by the India 
Electric Works Ltd., which for a considerable time remained the only manufacturer 
of Electric Fans in this country. The success achieved by this pioneering Company 
attracted other firms to come into the field and before the war of 1939 half a dozen 
factories had been established. The pre-war production of electric fans of India 
came to about 30,000 ceiling fans and 5,000 table fans, the table fans being manu¬ 
factured by India Electric Works Ltd., alone. 

When the war broke out, electric fans were in great demand and the production 
of electric fans increased greailj as would be evidenced from the following figures :— 


Year 

1940 

1941 

1942 

1943 

1944 


Ceiling fans 
38,000 
47,800 
38,400 
41,200 
1,05,000 


Table fans 
6,800 
9,600 
11,000 
10,000 
30.000 


It is estimated that India’s present production is about 180,000 per annum 
with the production capacity at 300,000. The country is self-si'fficient in this pro¬ 
duct and if more raw material is available, it is expected that the industry can leave 
an exportable surplus. 

Electric Lamps .—The manufacture of incandescent electric bmps was started 
in India in about 1929. Before the war India was consuming about 14 millions of 
bulbs of which about 11 millions were imported. 

The war gave a tremendous fillip to this industry as well and the production 


during the war years was 

of the folio 

wing order:— 


1942 


» * * 

. 3f millions 

1943 

• • 

• 

. 3f « 

1944 

. 

• • « 

> ° j> 


At present there are 12 lamp factories in India and their total production 
capacity comes to about 15 millions of bulbs per annum. By 1960 the capacity 
is to be greatly increased. The production of electric lamps in 1847 was 7-62 
millions and in 1948, 9 • 13 millions. By 1949 the industry hopes to have an export¬ 
able surplus. 

Electric Motors .—Electric Motor Industry in India was also developed after 
the appointment of the previous Fiscal CYmmission. The present production 
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capacity is about 20 thousand motors per annum. The Kirloskar Electric Co. 
Ltd., Bangalore which was started a couple of years ago has plans to manufacture mo¬ 
tors up to 300 H.P. The power is the life blood of modern industries and as such the 
development of electric motor industry has a great national importance. 

Electric Wires and Cables .—Before the war of 1939 there was only one concern 
in India namely Indian Cable Company, a British concern in origin. But its pro¬ 
duction, was small and major portion of India’s demand for wires and cables was 
met by imports. When the war broke cut, the import fell off and the Govern¬ 
ment of India was faced with the problem of enhancing the local production. As a 
result another important unit was established under the name and style of 
National Insulated Cable Co., of India Ltd., who established a factory in C.P. and 
later on removed it to Calcutta. 

The Indian Cable Industry at present is manufacturing bare copper wire, 
cotton covered wire, enamelled wire, and V.I.R. cables. The manufacture of cables 
and wires in 1948 was as follows :— 

Bare copper conductors 5,880 tons 

V.I.R. Cables 22 million yds. 

India has now begun to manufacture winding wires as well on a small scale, 
the production of which in 1948 was 330 tons. 

Eleclric Lighting Accessories .—Accessories for electric lighting include tumbler 
switches, ceiling roses, plugs, wall sockets, cutouts, lamp holders etc. The industry 
has been started after the Fiscal Commission reported in 1922. During the war, 
the development of the industry was held in abeyance on account of non-availability 
of bakelite powder, but however, the industry made a great headway on account of 
the help rendered by the Government . The present production of the industry is in 
the neighbourhood of 300,000 dozens of all types of electrical accessories. The 
industry has been recently examined by the present Tariff Board for protection 
and assistance. 

Conduit Pipes .—Conduit pipes are pipes made of steel which are used for 
covering electric wires. 

They are of two classes (1) solid drawn and (2) welded. Both of these types 
may be either galvanised or black enamelled. 

Before the war Conduit Pipes were not manufactured in the country. The 
industry was started during the war. The industry is mostly in the hands of small 
manufacturers as the industry is a simple one. 

Black Adhesive Tapes .—Black Adhesive Tapes are used for electric insulation. 
This industry was also started during the war. The total production at present is 
about 5 tons per annum. 

Distribution Transformers .—Distribution transformers of standard and indus¬ 
trial types up to 500 KVA capacity and up to 11,000 volts capacity on the H.T. 
side were first manufactured in 1936 by the Government Electric Factory, Bangalore. 
During the war, the industry expanded and two more companies namely the Asso¬ 
ciated Electric Industries (India) Ltd., Calcutta and Crompton Parkinson (Works) 
Ltd., Bombay also entered the field. The installed capacity is 175,000 KVA and 
1947 and 1948 production figures are 23,000 i_VA and 82,000 KVA respectively. 
In terms of quantity the production during the war years was as follows :— 

1942 200 

1943 600 

1944 1,500 

The pre-war figure was only 60. 
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Dry Batteries and Cells. —The manufacture of dry batteries and cells was started 
before the war of 1939, but imports on a large scale principally from the U.S.A. 
were also coming in. The Estrella Batteries, Bombay and National Carbon Co., 
Ltd., Calcutta, are the principal manufacturers of dry batteries and cells. War gave 
a great impetus to this industry which now comprises dry batteries for aircraft 
wireless equipment, field telephones and testing apparatus, etc. The number 
of batteries manufactured in 1948 came to 123,830,055. 

Secondary Batteries. —Secondary batteries which are otherwise known as elec¬ 
tric accumulators are mostly used by the motor car industry. The two important 
Companies before the war were Amco Ltd., Bombay and Estrella Batteries, Bombay. 
Now there are many other firms engaged in the production of motor car batteries. 
There are two types of these batteries namely (1) lead acid type with plates and lead 
dilute sulphuric type as electrolite and (2) Alkaline type with composition of iron 
and Potassium Hydrate as electrolite. The production of motor car batteries in 
1948 was 100,000 in number, the demand being about 250,000 in number. 

Broadcasting Receivers. —There are a large number of small factories manufac¬ 
turing broadcasting receivers in the country. The National Radio and Engineering 
Co. of Bombay is the only large manufacturer of necessary components. This firm 
has already been carrying on the manufacture of a variety of components on a pilot 
scale and has a small chemical laboratory to help processing of raw materials. It 
is understood that the National Radio Engineering Co., Bombay and R.C. Co., Ltd., 
London have entered into an agreement for further development and Radio manu¬ 
facture and distribution in India. The Mysore State, it is understood is planning 
to set up a radio factory in collaboration with a well-known Continental Radio 
Manufacturer. 

Ball Bearing. —A factory for the manufacture of ball bearings and steel balls is 
being set up at Jaipur by Messrs. National Bearing Co., Ltd. This factory is 
■expected to begin production in another two months’ time. Ball bearings are 
required for a large variety of mechanical appliances and the establishment of this 
:industry on proper lines should be regarded as a great national asset. 

Structural Engineering. —Structural Engineering is one of the most important 
branches of engineering industries. It is a specialised industry and requires a 
large workshop and mechanical equipment on a large scale. The work carried on 
is mostly of the jobbing nature which implies that the same machinery can be utilised 
for manufacturing a large number of structures of widely different varieties. In 
normal times India produces the following categories of structural:— 

(1) Aeroplane Hangars of various designs and construction 

(2) Jetties 

(3) Press steel tubs, cisterns etc. 

(4) Building Steel Work 

(5) Railway Bridges 

(6) Steel Frame Structures for building, workshops etc. 

(7) Floating docks etc. 

The industry is highly concentrated in and around Calcutta and in the Provinces 
•of Bihar and Bombay. 

During the War, the industry manufactured floating docks which was one 
of the important achievements of the industry. Before the war India’s capacity for 
structural engineering, was not utilised in full but the war time demand gave strong 
fillip to the industry and the capacity may now be estimated at anything between 
one lakh and one and half lakh tons per year. 

Shipping and Ship Building Industry. —The dead weight tonnage of present 
Indian merchant marine is about 5,50,000 tons. Progress has been made but at a 
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heavy cost. Last year the Scindia Steam Navigation Company called for new 
capital and its shareholders contributed Rs. 7,30,000 for the development of this 
industry. It further issued Rs. 5 crores worth of debentures to finance its forward 
looking policy. It has two overseas services. Six ships are run on India/America 
route and eight ships are run on India/U.K. Service. Scindia is also co-operating 
with the Government of India in the formation of Indian Eastern Overseas Shipping 
Corporation whieh B will have a capital of Rs. 10 crores in financing^which Government 
will provide 51% of the capital and Scindia 49%. This first of the proposed three 
semi-nationalised corporations will operate in the Near East, Far East and Australia. 
This is the first important step taken by Government since the publication of the 
Policy Committee’s report on Indian Shipping in 1947. The present target is 2 
million tons of merchant shipping for India in the next five to seven years. As 
regards ship building, the target is 150,000 tons annually for the next five years. 
Besides Scindia, the Indian Steamship Co., Ltd., of Calcutta has also started over¬ 
seas service. 

So ns of the present difficulties of Indian Shipping are given below. 

We have elsewhere dealt with the adverse effects of partition on our shipping 
industry, the unequal treatment of our ships at Karachi and Chittagong, the con¬ 
gestion of the Bombay port owing to diversion of cargo for Upper India traffic pre¬ 
viously shipped to Karachi and routed through the N.W.R. Pakistan’s tonnage of 
; shipping is 88,000 tons of which 46,000 tons are owned and the rest chartered. 

The disturbed conditions in Burma have shrunk the import and export busines 8 
of India with that country. For instance previously India was importing 18 lakh 
tons of rice per year from Burma; this is now reduced to 2£ lakh tons. 

There is so much congestion at the Bombay port and the idle time spent at 
that port before getting a berth for loading or unloading has so much increased, 
that some steamer lines have ceased touching at Bombay, because the cost of each 
idle day spent at port for an 8,000 tonner is about £500. Owing to the inordinate 
delays in getting a berth at the Chittagong harbour, both Scindia’s and Indian Steam¬ 
ship Coy’s steamers have ceased to call at Chittagong. Previously the average 
number of days spent in a port in a year were 168 ami those at sea 197 ; now it is the 
reverse corresponding figures being 219 and 146 with great loss to the steamship 
companies. 

Steamship Companies’ business with Karachi has declined. For instance 
Scindia did business with Karachi and earned freight of Rs. 20,39,000 from July 
to December, 1947 whereas the business from January to June 1948 was only worth 
about Rs. 8,21,000. 

Seamen’s wages have gone up five times the prewar wage. There is a great 
dearth of dock officers and engineers to man new ships. Government is looking 
into this question. The present congestion in the Calcutta port is due partly to the 
insufficiency of river pilots. During the war there were, it is reported, 42 pilots; 
now the number is reduced to about 25. It takes 2| years, to train new pilots. 

It is not possible to finance the replacement of old ships with new from the 
depreciation funds as the new ships cost three to four times the original value where¬ 
as the depreciation fund has been built up on the basis of original value and not 
replacement value. In other word", when Government is allowing depreciation 
allowance on the basis of original value of ships and taxes the rest of the revenue, 
it is taxing partly capital and not revenue. 

Scindia has completed Jala Usha, an 8,000 tonner in the Company’s yard at 
Vizagapatam, Jalaprabha has been launched and Jala-Prakash is under construc¬ 
tion. Jala-Usha cost 68 lakhs of rupees nearly double the amount of a British 
ship of the same type and tonnage. It was a pioneer venture. There were a 
. number of difficulties to be overcome practically everything except ship plates and 
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a few steel sections had to be imported; labour which had to be trained for this new. 
industry went on 3 months’ illegal strike and usual delays in receipt of foreign 
material delayed the completion of the ships much beyond expectation. When 
these unfavourable factors are taken into consideration, the heavy cost is not 
surprising since it is calculated that to construct this type of 8,000 former would 
have cost over Rs. 96 lakhs in Italy, over Rs. 73 lakhs in Canada and over Rs. 69 
lakhs in Australia. In other words if wc have to have a modern merchant marine 
for purposes of trade and defence, we must pay the cost, heavy as it may be 
since it appeal's that neither our merchant marine shipping nov our ship building 
in the present circumstances can subsist without subsidy from the State. Again 
the old question arises. Where is the money to come from ? Unless both workers 
and employers venture forth and work hard to produce new wealth to support 
nation building activities of the State we should remain content to be a fourth rate 
State at the mercy of any aggressor nation. 

One of the reasons that moves the Government of India to help in the develop¬ 
ment- of Indian shipping is the saving of dollar exchange by bringing food from hard, 
currency countries in Indian, bottoms. It is understood that in 1946 the total freight 
charges paid on food grains into India amounted to Rs. 17 crores. Out of this 
about Rs. 4 crores were paid on dollar ships; also from April 1, to August 14, 1947, 
the total freight charges were Rs. 22 crores, freight charges on dollar ships amounting 
to Rs. 1 -95 crores. At present it is calculated that the current freight charges per 
ton of food grains from the U.S.A. is about 19 dollars which works out to 20% of 
the cost of the food grains. This would indicate the measure of economy in dollar 
exchange attainable by bringing food from hard currency countries in Indian ships. 

Engineering Stores 

Coated Abrasive. Industry .—The Coated Abrasive industry was started in 
India in 1938. Coated Abrasives are essential in engineering and other industries- 
for abraiding, polishing and sharpening metals of ail types. There are 4 important' 
producers of abrasives and the total production capacity of the industry is about' 
200,000 reams per annum, the production during the year 1948 being 40,600 reams. 

Belting .—The belting industry of India was started in 1929 by the Bengal Belt¬ 
ing Works Limited, Calcutta. The entire industry is located in and around Calcutta. 
The industry is capable of meeting the entire demand of the country. Industry 
manufactures all types of belting both canvas and hair. The production in 1948- 
was 661 tons as against the total capacity of about 1500 tons per annum. 

Steel Belt Lacing and Belt Fasteners .—The steel belt lacing industry was started 
during the war and is in a position to meet a portion of India’s demand. Similarly 
belt fasteners are also manufactured in the country on small scale. 

Grinding Wheels .—Grinding wheels are essential for engineering industries. 
They are required mostly for grinding iron and steel materials. There are two- 
firms manufacturing grinding wheels in the country and the industry is a protected 
one. 


Scientific Instruments .—The industry is only of recent origin. There are about 
half a dozen of firms at present manufacturing scientific instruments in the country. 
In the present set up of the industry, one of the standing problems is to standardise 
the types of instruments produced and used in the country. 

Railway Engineering .—There is a number of engineering workshops in the 
country manufacturing railway engineering stores of ail types and description. This 
industry has considerably developed and almost all the railway engineering require¬ 
ments can be produced in the country. Railway wagons are manufactured in the 
country by four firms. The total output before the war was about 3000 wagons- 
per year. 
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Automobiles .—General Motors and Ford Motors have, for a long time, large 
•workshops equipped to assemble imported parts of automobiles. Others followed 
in the line and they have done good work in the training of workers in this special 
'line. There are also Indian Companies solely devoted to such assembly work. 
These plants in 1947 assembled 10,433 cars and 9,418 trucks. 

Hindustan Motors Ltd., registered in 1942 are the first to set out in the difficult 
venture of manufacturing motor cars in India. Their paid up capital is Rs. 5 crores 
and their well-laid out main workshop near Calcutta was completed in 1948. They 
have entered into agreement with Morris Motors and Rtudebaker Export Corporation 
for technical assistance. 

Messrs. Premier Automobiles Ltd., Bombay were registered in 1944 with an 
authorised capital of Rs. 10 crores of which 2| crores is the issued capital. They are 
connected with Chrysler Group of U.S.A. and will manufacture Dodge, Desoto 
Motor ears and Dodge and Fargo trucks. Their assembly plant has started opera¬ 
tion since 1947. It is understood that Messrs. Austins have also entered into agree¬ 
ments with a firm which has been registered in Madras under the name and style of 
Ashoka Motors Ltd. 

Bicycle .—Bicycle industry in India has been smarted during the war. There 
are at present 3 cycle manufacturers in the country, one in Bombay, one in Patna: 
both of which are manufacturing complete cycles and factory No. 3 at Calcutta 
restricting itself to make cycle accessories. The manufacture of bicycles in 1948 
■came to 64,740 numbers. 

Air Transport Industry .—In India we have also now begun to manufacture 
aircrafts in addition to operating air lines. Hindustan Aircraft Ltd., was formed 
to undertake the manufacture of aircraft in India. From August, 1942 to 31st 
March, 1946. this organisation was under the sole control of Government mainly 
repairing U.S.A. and R.A.F. air-crafts. From 1st April, 1946 this organisation 
started work as a commercial concern, the Mysore Government and the Government 
of India being the principal shareholders. This Cotnapny has also undertaken as 
a temporary measure construction of railway coaches and severalj coaches have 
already been supplied to the Railway Board. Very important from the national 
point of view is the work the company is doing on designing and construction of 
aircraft in India. It employs about 3,800 literate men who make an efficient labour 
force for the Company. This is a unique achievement for the industry. 

Light Engineering Industry .—There are a number of other engineering industries 
like manufacture of Hurricane Lanterns, Malleable Iron Castings, steel furniture, 
manufacture of containers etc., which is carried on in the country. The manu¬ 
facture of sewing machines is curried on by Messrs. Jay Engineering Works Ltd., 
at Calcutta whose present production is 2500 machines per month. There are about 
half a dozen concerns engaged in the manufacture of Hurricane Lanterns whose total 
production in India in 1948 came to about 2 millions of lanterns. Malleable iron 
castings are made by two concerns in the country and they supply the requirements 
of Jute, Cotton Mills, and Railways etc. Steel furniture Industry is now well 
established and can stand on its feet without any fear of foreign competition. 
Another important industry which is being carried on in the country is the manu¬ 
facture of tyres and tubes whose production during 1948 was-Cycle tyres 3,160.000, 
■Cycle Tubes 4,00,000, Motor Tyres 790,000, Motor Tubes 730,000. 

The country also has an enamelled ware industry. It can meet the total 
-demand of India. 

Question 6.—To what extent do you think our industrial development still falls 
short of our essential requirements? Would you list our main deficiency? 

Lines of Manufacture .—The Association would give below the main deficiency 
of the country in the matter of engineering industries. In the field of Iron and 
Steel Industry, the country requires a modern automatic cold rolled steel strip mill 
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special steels of the types that are not yet manufactured; high tensile steel wire for 
wire ropes, electrodes, certain ferro-alloys, stainless steel sheets etc. In the field 
of non-ferrous metal industries, the country requires the development of almost 
all the virgin metals except aluminium, the production of which is sufficient to meet 
the demand of the country for the present. Although a good start has been made 
in providing facilities for the production of heavy machinery but the country has 
yet to go a long way in developing her heavy machinery industries. Similarly in 
the field of heavy electrical industries, the country is deficient. The average facilities- 
which constitute the basis for building an electrical machinery industry are sadly 
lacking in the country. The country also requires enamelled wire, winding wire 
and insulating materials industries. Caps and wires for lamp industry are also 
necessary. A start has been made in establishing a machine tool industry but for 
the manufacture of heavy machine tools facilities are not yet available in the country. 

In regard to the deficiency in the lines of manufacture we would like to point 
out that it is very necessary that the branch of the engineering industry which deals 
with design and manufacture of dies, Jigs and small tools etc., requires special 
technical knowledge and workmanship and should be developed as it will greatly" 
relieve the burden of all the engineering concerns. 

At present the difficulty of the manufacturer in India is that he has to manu¬ 
facture all the things from A to Z from a small tool to huge castings. It is not so- 
in other countries. This involves huge capital outlay all round, and employment 
of a large number of workers. It is, therefore, essential that we should rationalise 
our manufacture. 

Volume of Production. —No statistics are available with the Association. 

Overhead and operative cost. —Overhead and operative costs in Indian factories- 
are very high. The cheapness of Indian labour is not borne out by facts as the 
productive efficiency of an Indian workers is not the same as of his counter-part in 
the west. Experts opine that even under Indian conditions, the efficiency of labour 
can be substantially increased provided labour decided to put in more effort. 

Quality of Management. —With certain exceptions the quality of management 
in India is not as satisfactory as it should be. Management requires improvement 
on the lines of the western countries and the Association feel that the introduction 
of scientific management in Indian industries would go a long way towards intro¬ 
ducing improvement. 

Supply of Capital. —Capital in India is scarce and the formation of capital is 
rather stagnant on account of high taxation of corporate and individual profits. 
For successful industrialisation of India, it appears that the Government will have 
to finance expansion of existing plants and establishment of new ones. 

Availability of Raw Materials, Fuel and Power. —Iron and Steel is the bread of 
engineering industries and it is very scarce. Since the war has ended most of the 
engineering industries have been working at much below their capacity and it is 
very necessary that production of steel should be enhanced. Efforts should also 
be made to manufacture locally the raw materials which are at present imported 
from outside. g 

Availability of High Grad* Technical Ability. —There is a great scarcity of 
technically trained men and it is necessary that a comprehensive plan should be 
made for providing high technical education to Indian personnel. 

Facilities for technological training and research. —These instruments of progress, 
apart from what has been improvised under the stress of war by the Board of 
Scientific and Industrial Research, lag far behind our quickened industrial tempo 
and all our all-embracing industrial planning. Planning for rapid industrialisation 
of India would be incomplete without providing for relative deficiency of facilities 
foe technological training and research, since in the long run without locally available 



scientific and technological talent self-sufficiency of Indian economy , cannot be- 
achieved and maintained on a basis of stability, able to withstand the stress and 
strain of world competition. Although so many technical institutions have been 
started. Government have not yet made it clear as to what facilities would be 
available from them to the industry. 

Supply of skilled and unskilled labour -There is no doubt that supply of 
skilled labour in India of the right type is not adequately available. 

Engineering and Management Experience. —There appears to be the greatest 
need for engineering and management experience commonly called “know-how”. 
This was to have been expected but it must be dealt with as a prerequisite for any 
rapid industrialisation of India; “know-how” means the intimate knowledge 
of the most practical means under any given condition, to produce in quantity at 
lowest cost and involves knowledge of methods of processing, tooling and designing 
of jigs and fixtures; the layout of equipment and the provision of labour-saving 
devices; the designing and setting up of proper controls of production and inven¬ 
tories; the organisation of supervisory personnel, and laying down lines of authority 
and responsibility. 

This “know-how” is one of the most important single element requisite for 
successful industrialisation. It should be said here that this “know-how” is observed 
in a few private establishment and in the ordnance factories. “Know-how” also 
consists of being able to estimate markets and demand for products and thus to 
oo-ordinate methods and facilities of manufacture with the demand for products. 

Efficiency of Labour. —Much has been said and written about the lack of 
efficiency of Indian labour and it is not the intention of the Association to belittle 
the potential efficiency of Indian labour but the Association would like to point out 
that labour is not generally getting the necessary encouragement and opportunity 
from labour leaders and Trade Union Officials to make himself as efficient as he could 
possibly be. It is, therefore, very necessary that the economic question concerning 
labour should, as far as possible, bo divested from its political colour in order that 
efficiency of labour may not suffer. 

Indian labour in the Engineering industries is not as efficient as he should be 
and experience shows that the efficiency of labour lias been going dow-n. For instance, 
a worker at the Tata Works used to produce 16 248 tons in 1938-39 where as in 
1947-48 the output per employee was only 13 25 tons. Similarly in ease of coal 
in 1939 the production per worker was 10-19 tons while in 1946 it was only 6*87. 
In case of cotton textile, production for a worker in 1939 was 702 yds. whereas in 
1946 it was only 531 yds. 

The decline in productivity of labour in almost all 1 he industries is a noticeable 
feature of our economy and this fact alone has added proportionately to the cost of 
production. The industries are required to employ more capital and more labour 
in order to achieve the production which was possible with less investment few years 
*go. 

Question 7.—(a) Please give a broad analysis of the present position of small scale 
and cottage industries in the economy of this country. 

(a) Before describing the present position of the small scale and cottage 
industries in the field of engineering, the Association would like to define the term 
“small scale” industries and “cottage” industries. There has been a great confusion 
introduced in treating the small scale and cottage industries together. As a general 
rule handicraft, home industries, village industries, cottage industries and small 
scale industries have been pur together to come in the purview of small scale and 
oottage industries. Many people who have written on the subject of small industries 
have ignored tne different aspects on the terms and it is found that some times they 
are used as synonyms The Association wish to point out that cleer differentiation 
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should be-made between small scale industry and cottage industry. The Indian 
Industrial Commission of 1916 defined cottage industry as an industry carried on 
in the home of the workers. In this case the scale of operation is small and there 
is little-organisation so that they are, as a rule, capable of supplying only the local 
needs. The National Planning Committee have defined cottage industry as an 
industry in which a worker works w. h his own tool, in his own home, and with the 
aid of bis family. 

On the other hand a small scale industry is not at all a cottage industry. They 
may be regarded as small either for reasons of finance or on account of small number 
of workers or on account of little organisation, that is required to plan them. In 
the field of engineering industries a small scale industry has an important part to 
play in th' ir economy. In order to be precise about the scope of the small scale 
industry the Association would define a smell scale industry as an industry where 
the capital invested is relatively speaking small and the organisation requireo is 
to pay personal supervision to the work carried on. A small scale industry has 
certain distinctive features. It involves, in general, a relatively small capital 
•equipment and operates with only a few mechanical appliances. The unit of efficient 
organisation is small with a high degree of personal supervision. The processes of 
production entail a large proportion of labour cost and a high premium is placed on 
efficiency in skill and ciaftmanship. 

In the field of engineering industry, the country has got a large number of small 
scale industries like cutlery, certain processes in the field of electrical industries, 
brass industry, manufacture of locks te. 

( b) What should be relation between (1) Small scale and Cottage industries 
and Agriculture? 

The Association have no views to offer. 

(2) Small scale and cottage industries and large scale industries? 

The small scale industry and large scale industry in the field of engineering 
should not be and cannot be competitive. They should be complementary. The 
Association find by experience that at present in India 0 factory is required to manu¬ 
facture all the components and parts in order to have good finished products. This 
process of manufacture can easily be splitted up in order that the production may 
be efficient. For instance, in western countries electrical accessories indus + ry is 
essentially an assembling industry. On the other hand in India a factory manu¬ 
facturing electrical accessories has to manufacture all the parts. This leads to 
waste in tne process of manufacture and raises die cost of production. The 
Government of India have appointed last year a Cottage Industry Board but the 
Association are not aware of its achievements so far. The Association feel that in 
the field of engineering industries a Small Scale Industries Board should, be appointed 
an order to investigate the present position of these industries and find out what part 
they can effectively play in order to help large scale industries of the country. 

•Question 8 .—Do you think small scale and cottage industries have significant role to 
play in the economic development of our country (a) under present 
circumstances, ( b) in the long run. 

The Association believe that smell scale industries have a very important part 
to play in the economic development of the country both in the short term and in 
the long term. It is often considered that simultaneous development of small 
scale and large scale industries is either inconceivable or that the development of 
one would, mean the ruin of the other. The two types of industii?J»organisation8 
are considered incompetitive and it is thought that the development of each could 
only be at the expense of the other. But neither theory nor practice has proved 
the mutually exclusive nature of each other. The view of the Association is that 
two types of organisations may be dovetailed with ' reat advanr.seo to both of .them. 
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The cutlery industry of France and the toy industry of Nuremberg are examples of 
such successful dovetailing. There can be concurrent and parallel detelopmen 
of the two types of industries without ir the least impairing the soundness of the 
economic organisation of +he country. It is a matter of g T eat interest to observe 
that small organisations are developing as subsidiary to large scale lactones. 

Section A (ii) 

Question 9.— Please enumerate the small scale and cottage industries which you voaid 
like to develop'. (a) as subsidiary to agriculture. 

The Association have no comments to offer. 

(b) As supplementary to large scale industries. 

It is not possible for the Association to enumerate the small scale industiies 
which should be developed as supplementary to large scale industry. But instances 
can be given of industries like sciews, moulding powdei, manufacture of fountain 
pen parts, electro plating, manufacture of cutlery etc., the manufacture ot tools,^ 
dyes, jigs, and fixtures, machine parts and components. 

(c) As other independent units of production. 

The Association have no comments to offer. 

Question 10.— Which cottage industries you consider specially suited for expori 
purposes? 

The Association have no comments to offer. 

Question 11.— Do you consider that the protection to large scale industries has in any 
way affected small scale and cottage industries? If so, please state how 
and to what extent they have been so affected. 

Generally speaking, protection to large scale industiies has greitly helped the 
development of small scale industries by making raw materials available for the 
small scale industries. 

Question 12.— What in yoilr view are the main handicaps from which the small scale 
and cottage industries suffer? What steps would you recommend for 
the removal of these handicaps particularly with regard to the 

(a) supply of raw materials. 

Tne small scale industries suffer to a considerable extent from the non-avail- 
a bility of adequate supply of raw materials. It is, therefore, necessary that an Asso¬ 
ciation of small scale manufacturers should be formed in order that bulk supply 
of raw materials may be made available to them for distribution to these industries. 
In the field of engineering industries, raw material would be iron and steel and a 
few otncr items and coal and coke. At important centres of concentration of these 
industries depots should be opened in order to stock raw materials for distribution 
to these industries. 

(i b) supply of technical skill. 

Tne requirements of small scale industries in regaid to the supply of technical 
skill is the technical assistance in a small W'.y to serve their day to day problems 
such as (a) what kind of lubrication would give satisfactory results; (b) how to 
increase the efficiency of boiler equipment; (c) how to have periodical examination 
of tlieir limited machinery; (d) to see that they are not ou. of order and otherwise 
requite attention; (e) how to avoid corrosion in their stills when tney are dealing 
with chemicals; (f) how to get cheap and reliable analyses made of their warts when 
complaints arise ; (g) whet kind of blend or mixture they si ouli use for their 

18 M. of Com. 
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castings and wh'.t kind of steel they would require and what temper and time etc., 
they should allow for tempering when occasion arises, for them to make repairs 
or replace machinery parts made in tmir own small foundries and workshops etc. 
Such assistance can'best be rendered by a Government Industrial Engineer located 
at important industrial cities like Calcutta, Bombay, Cawnpore, Madras, Delhi, 
etc., who would charge a small foe foi truing his advice to these small industries, 
which cannot afford to engage technical assistance and research workers for their 
needs. 

(c) their technique o} manufacture: 

' The technique of manufacture employed by the small scale industries are not 
defective but it is inadequate and inefficient. It is, therefore, considered necessary 
that if Government Industrial Engineers on the line of recommendation made are 
appointed this difficulty would also go. 

(<l) their structure and organisation: 

The structure and organisation of the small scale industries is rather defective. 
In the field of many small scale industries there is a tendency to multiply inconve¬ 
niently in order to reap temporary advantages with the result that production 
becomes irrationalised and every one of them suffers in the long run. The problems 
of structure involve three considerations, namely, site, size, and scope. In other 
words, location of these industries, their size and the types of integration are the 
problems which have a great bearing on their productive activity. On the other 
band organisation refers to the entire field of the industry, like industrial combi¬ 
nations which reduce competition and determine prices. 

The Association feel that rationalisation is necessary in the field of theso 
industries in order to improve their efficiency. So far as the organisation is 
•concerned it is very necessary that cooperative system should be introduced so 
that marketing facilities, production technique etc., might improve. 

(e) supply of finance: 

In India at the present moment both the large scale and small scale industries 
suffer from inadequate finance and the Association have no hope that any temporary 
palliative would be of any major assistance to these industries. Industrial finance 
is a difficult matter and it is necessary that consolidated efforts should be made to 
create capital in the country and create reasonable condition for its free employ¬ 
ment i i the industries. The Association suggest that the activities of the Industrial 
Finance Corporation in the provinces should be increased in order to help the small 
scale industries in the solution of their financial difficulties. 

(/) marketing facilities ; 

The difficulties of finding market for the small scale industries are also there 
and it is suggested that the large scale industries which consume their products 
should help them by purchasing their products through some sort of an Association 
so that these small scale industries are not put to difficulty. Where the small scale 
industry oxists as an independent unit and makes consumers articles, the Industries 
Directorate of the Provincial Government should help them in the sale of their 
products. 

Question 13 .—What steps should be taken to ensure that the interests of small scale and 
cottage .industries are safeguarded when trade agreements with foreign 
countries are negotiatedf 


The Association have no comments to offer. 
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Section B. 


Policy of Discriminating Protection and its application since 1923. 

Question 14.— The Fiscal Commission appointed by the Government of India in 1921 
recommended “that discrimination should be exercised in the selection of 
industries for protection and in the degree of protection afforded so as to 
make the inevitable burden on the community as light as is consistent 
with the due development of industries”. On the strength of this basic 
principle the Commission decided that an industry seeking protection or 
assistance should satisfy tfie 3 conditions enumerated in paragraph 1 of 
this note. Besides Tariff protection, the Commission recommended 
also certain non-fiscal measures. Are you satisfied that the policy recom¬ 
mended by the Commission was fully implemented between 1923 — 1939? 
If not, please enumerate the main deviations from the policy. 

The Association are not satisfied that the policy recommended by the Com¬ 
mission was fully implemented by the Government. The Association first of all 
would like to point out the defects in the policy recommended by the Fiscal Com¬ 
mission and the criteria which they wanted an industry to satisfy. The Association 
find that the policy of discrimination has been exercised by the Government through 
the appointment of ad hoc Tariff Boards. But the difficulties which have faced 
different industries in placing their cases have been great and getting protection 
has been most dilatory. The subsidiary recommendations which the Commission 
recommended related to the deletion of the proviso to Section 20 of the Sea Customs 
Act in regard to the levy of customs duty on goods belonging to Government. 
Another important recommendation which the Commission made was in connection 
with the difficulties in the shape of shipping rebates or unfair advantages like dump¬ 
ing, depreciated exchanges, bounty fed exchanges from abroad. The Government 
of India did nothing of the kind and the difficulties of the Indian industries continued. 
The third recommendation of the Fiscal Commission was that industrial develop¬ 
ment be permitted by giving a more industrial bias to primary education and 
providing opportunities for training of apprentices and organisations in increasing 
the mobility of labour. The shortage of technical labour in the country continues 
as before and the Government did not follow any concerted policy for opening 
technical institutions. India has still to depend, in the more skilled branches of 
the industry, on imported labour. 

It had been urged before the Commission that the system on which railway rates 
were fixed was injurious to the interest of industries. The Commission fully realised 
the significance of the complaint but the Government did not take the necessary 
lotion. 

Question 15.— Do you find any defects in the working of this policy? If so, please give 
details with suitable examples. 

There have been many defects in the working of the policy as recommended by 
he Fiscal Commission. Many a time Tariff Boards did not recommend adequate 
>rotection to an Indian Industry. Sometimes Government of India outright 
ejected the claim of an Industry for protection. The arbitrary rejection of the 
^ariff Board findings by the Government has been the cause of great bitterness 
mong the Indian commercial circle. The case of the Indian Glass Industry is one 
diich illustrates the arbitrary rejection of the recommendations of the Board by 
be Government. In 1927 when an application for protection was made by the 
'lass Industry the Government of India had suggested that the industry could not 
e said to enjoy any natural advantage so long as it was dependent on imported 
>da ash. But the second Tariff Board adopted a more liberal attitude in inter- 
reting the conditions laid down by the Fiscal Commission and held that even if 
le industry was using imported soda ash the. claim for protection could not be 
jected unless it was found on balance that the industry did not possess sufficient 
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natural advantages. The Board submitted its report in 1922 but its publication 
was delayed for about 2 years and besides the Government of India rejected the 
recommendation of the Board outright. Further imperial preference was introduced 
within protection. The Tariff Board had recommended that no general system of 
imperial preference should be introduced but that the question of adopting a policy 
of preferential duties on a limited number of commodities be referred to the Indian 
legislature after preliminary representation in several cases by the Tariff Board; 
that if the above policy be adopted its application be governed by the following 
principles:— 

(t) that no preference be granted on any article without the approval of the 
legislature; 

(ff‘) that no preference be given in any way so as to diminish the protection 
required by Indian Industries. 

(iff) that preferences do not involve on balance any appreciable economic 
loss to India; that no preference which it may be found possible to give 
to the United Kingdom be granted as a free gift; and that in the case of 
other parts of the empire preference be granted only by agreement 
mutually advantageous. 

In spite of the mounting hostilities of the Indian public opinion against any 
form of imperial preference the Government of India has gradually led the country 
into it. The system of preferential duties in favour of British manufactures was 
first introduced by the Steel Industry Protection Act of 1927. The preferential 
duties on iron and steel were further altered by an agreement, supplementary to 
the Indo-British Trade Agreement of 1932. 

There are many anomalies which the working of this policy reveals and it is 
difficult to present a precise picture of all the defects. 

Question 16.— Do you agree with the specific conditions laid down by the Commission 
that normal protection should be accorded to an industry only if the 
conditions referred to in question 14 are satisfied? 

The Association do not agree that the conditions recommended by the Fiscal 
Commission are necessary to be fulfilled in order to give protection to an industry. 
The outlines of the policy recommended by the Commission was that the scheme 
of discriminating protection should be worked out with the assistance of a perma¬ 
nent Tariff Board so that before the industry could be granted fiscal protection it 
should establish its claim to the satisfaction of the Board. The Board after detailed 
investigation into the economic position of tho industry was to recommend whether 
protection should be extended and if so at what rate and for what period. The 
conditions laid down by the Fiscal Commission were as follows:— 

(t) it must be one possessing natural advantages such as an abundant 
supply of raw material, cheap power, sufficient supply of labour and a 
large home market; 

(ii) it must also be one which without the help of protection either is not 
likely to develop at all or is not likely to develop so rapidly as is desirable 
in the interest of the country; 

(Hi) finally it must be proved that the industry will eventually be able to 
face world competition without protection. 

The Association quite agree that the policy of protection should be applied 
with discrimination as indiscriminate protection to all Indian industries would lead 
to economic waste. There should be a reasonable chance for the industries claiming 
protection to be able to face world competition without protection in the near future 
except where the industry must be developed in the national interest. It is for 
these reasons that protection has essentially to be temporary and in so far as this 
condition is concerned the Association quite agree with the recommendation of the 
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Fiscal Commission. However, the tests laid down by the Fiscal Commission at 
conditions precedent to be fulfilled by an industry were rigid. The Association find 
that the working of the protection policy since 1922 has been such that on account 
of the rigidity of the conditions laid down by the Fiscal Commission Indian industries 
have nOt been able to take full advantage of protection. For an industrially back¬ 
ward country like India it was undesirable to put such rigid conditions and thereby 
fetter the discretion of the Tariff Board, as it is not always necessary that an industry 
seeking protection should possess an abundant supply of raw materials or large 
home market etp. The structure, for instance, of the Lancashire Cotton industry 
indicates beyond any shadow of doubt that an efficient industry can be organised 
without an abundant supply of raw materials or the availability of a large home 
market. It is surprising to note how cotton mills in Lancashire get their raw cotton 
from America and supply to the Indian market and still have developed under the 
aegis of a strong protectionist policy. If such rigid conditions had been imposed 
by the industrially advanced countries of the world like Britain, Germany and 
Japan etc., most of their organised industries would not have come out of their 
kwadling cloth. 

Question 17.— Do you consider that the supplementary measures for the protection of 
and assistance to industries as recommended by the Commission in 
Chapter VII of their report were adequate and well conceived ? 

Supplementary measures recommended by the Fiscal Commission related 
to:— 

(i) Industrial bias in primary education with a view to creating a mechani¬ 

cally minded industrial class. 

(ii) Training of apprentices for more skilled work. 

(Hi) Increased mobility of labour by giving better methods of education. 

(iv) Revision of railway rates policy. 

( v ) Lowering of coastal shipping rates. 

(ii) Shipping rebates. 

(t’ ii) Measures against dumping and certain other cognate matters. 

So far as the general recommendations in regard to the primary education and 
training of apprentices < re coma rued these are matters where it is very difficult to 
pronoup.ee any judgement. There is, howcvei, no doubt, that the recommendation 
of the Fiscal Commission in this regard was very well conceived. However, much 
had to depend upon the action the Government had to take in implementing this 
policy. Very few engineering colleges and technical ins itutions which have come 
up here and there since then have no doubt met a great cleiuanc of the country but 
it cannot be said that they have come into being as a result of any concerted policy 
followed by the Government. 

The railway rates policy as luis been operative in the country has not at all been 
helpful to the development of the industry. The Fiscal Commission endorsed the 
following recommendations of the Indian Industrial Commission in very strong 
terms. 

(i) The governing principle which we think should be followed in railway rating 
so far as it affects industries is that internal traffic should be rated as nearly as 
possible on an equality with traffic of the same class over similar distances to and 
from the ports. 

(ii) That the railway should accept the principle which is followed in some other 
parts of the world that a consignment travelling over more* than one line should be 
charged a single sum based on the total distance. 

(iii) We iecogni.se the danger of a policy of individual concessions to industries 
and of treating ri ilway rates as an indirect method of subsidy by the State. But 



32 


we think within the limitations laid down by the Industrial Commission it is not 
unreasonable that a special rate should be granted for a term of years to new indus¬ 
tries and even to others if they can make out a proper case for special treatment. 

The recommendations of the Fiscal Commission in this regard were very halting 
and beyond the endorsement of a general recommendation of-the Industrial Com¬ 
mission, they did not go a step further. The difficulties which the Indian Industries 
have had to face since then have been great and the railway policy of the Government 
has not at all been helpful to their development. 

With regard to the shipping rates on the coast the Commission had overwhelming: 
evidence before them that the rates had been quoted showing a great disparity 
between the charges of goods shipped from one Indian port to another and those 
on goods conveyed between Indian and foreign countries. In this regard too, the 
Fiscal Commission did not make any strong recommendation and simply endorsed 
the idea of the development of an Indian mercantile marine. They simply drew 
attention to the system of shipping rebates and they simply expressed the feeling 
that the Government of India should make a thorough enquiry into the desirability 
of initiatnig similar legislation in India prohibting the maintenance of a shipping, 
monopoly. 

With regard to dumping, the Fiscrl Commission did not think it expedient to 
recommend the enactment of a measure against dumping such as that in force ip 
Canada. They recommended that the Government should consider the desirability 
of introducing a measure more on the lines of that passed in the United States 
whereby power should be taken to impose tariff duty when after enquiries of the 
Tariff Board it had been established that dumping was taking place and that it 
was injuring or was likely to injure an Indian industry. 

Question 18 .—In a resolution passed in the Central Legislative Assembly on the 16th 
Februa/ry, 1926, the principle of discriminating protection was accepted, 
as the basis of Government policy subject to the j following general 
classifications :— 

(a) That the principle should be applied with due. regard to the well being of 

the community and to the safeguards mentioned in question 14.. 

(b) That in the application of this principle regard must be had to the financial 

needs of the country and to the then dependence of the Government of 
India on import, expert and excise duties for a large part of its reve¬ 
nues. 

To what extent if any, do you think these classifications affected the policy- 
of discriminating protection between the years 1923 and 1939. Please give 
your comments if possible separately for the following sub-periods :— 

(i) 1923-29. 

(ii) 1930-34. 

(Hi) 1935-39. 

The classification mentioned above affected the working of the policy of discri¬ 
minating protection between the years 1923 and 1939 to a considerable degree in¬ 
asmuch as because of the restrictions placed on the discretion of the Tariff Board 
many of the industries could not receive protection. Between the years 1924 and 
1939 about 50 cases were referred to the Board for investigation and out of these 
in the year 1939 only 8 industries were on the protected list. The period between 
1923 and 1929 was one when this policy was vigorously followed as it was a new 
thing. The first industry to be examined by the Tariff Board was the iron and 
steel industry and it was given the necessary protection. Similarly the cotton indus¬ 
try was also protected. The period between 1930 and 1934 was a period of dep¬ 
ression when the revenues of the Government were falling and, therefore, Govern ment 
hesitated to send up eases for protection except the outstanding example of the sugar 
industry. The period between 1934 and 1939 was one when only old cases were sent 
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up for reconsideration for continuance of protection. No new industries' wer * 
added to the protected list as a result of t. ese qualifications. 

The wellbeing of the community.is a very confusing slogan. When a basic- in* 
dustry gets established in a country, the benefits derived from it in the larger inter ee t 
of the nation are immense and cannot easily be estimated. 

Question 19. The changes set out in paragraph 4 cf the note were made in the 
principle of discriminating protection in 1945 when the interim Tariff 
Board was established. What are your views on these deviations from, the 
original policy as laid down in the Indian Fiscal Commission's, repant ? 

The Association welcome these deviations from the original policy as laid down 
in the Indian Fiscal Commission’s report of 1922. Many of the industries, specially 
in the field of engineering were started during the war under circumstances of con¬ 
siderable difficulty and some of these industries were very important for the nation 
both in peace time as well as in war and, therefore, it was necessary that these indus¬ 
tries should have been given the chance to find whether they could exist to the bene¬ 
fit of the nation even in peace time after the war had ended. It must be remem¬ 
bered that it is not so much the token of friendship exhibited by these industries 
which was so much responsible for the Government care about them. Industries 
like small tools, machine tools, wood screws, beltings, electric motors, textile ma¬ 
chinery, abrasives etc., are such as are required by the nation at all times. It was, 
therefore, very necessary that the Government of India slackened the rigorous 
conditions that were imposed by the Fiscal Commission. The conditions which the 
industries have now to fulfil are quite suitable and easy to be fulfilled. There is no 
doubt that no industry should be allowed to be supported by public funds unless 
it shows signs of being run on successfully without protection or State assistance in 
the future. The industry after a certain period of time should be able to carry on 
successfully without protection or State assistance. 

Question 20. Art you satisfied that this policy of 1945 is being fully imp!e~ 
mented ? If not, please indicate where m your opinion the defects in 
implementation lie ? 

The policy of 1945 in the opinion of the Association is being fully implemented. 
The only defect which the Association find in the working of this policy is that the 
Ministry of Commerce have reserved to themselves the right of forwarding a particu- 
•lar case to the Tariff Board for examination and enquiry. This means that an indus¬ 
try whoso case is not forwarded by the Ministry of Commerce is not at all able to 
reach the Tariff Board. The Association feel that every industry should have the 
chance of going up to tho Tariff Board and this duplication of effort at the Ministry 
of Commerce should be avoided. 


Section C 

Re view of the effects of past tariff policy 

Questions 21 <£• 22. Would you attempt a broad analysis of the effects of the 
actual policy pursued by the Government of the day on the growth and deve¬ 
lopment of our major industries under the follou'ing heads :—- 

(a) Capital imested in the industry (paid up) ; 

(b) Rated capacity ; 

(c) Output ; 

(d) Employment of labour (technical and non-technical) ; 

(e) Wage bill (technical and non-technical) ; 
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(/) Earnings of management ; 

(g) Profits earned, and distributed ; 

( h ) Ex-works price and retail price ; 

Would you make a detailed analysis on the above lints particulaily in 
respect of the following industries :— 

( i) Iron and Steel ; 

( ii ) Cotton textiles ; 

(Hi) Sugar ; 

(iv) Paper ; 

(v) Matches ? 

Please give your answer for the following periods :— 

(а) at the time when protection was given ; 

( б ) in 1938-39 ; 

(c) in 1948-49. 

Of the industries mentioned in question 22 the Engineering Association is in¬ 
terested only in Iron and Steel. It may be pointed out that individual replies have 
already been submitted by the firms concerned like the Tata Iron and Steel Co., Ltd., 
The Steel Corporation of Bengal, The Indian Iron and Steel Co., and the Mysore 
Iron and Steel Works. From their replies the Fiscal Commission would get an idea 
about the development that has taken place in each of these units. The Associa¬ 
tion’s replies therefore, should be regarded as only general. The Association 
would point out that the effect of protection on the iron and steel industry of the 
country has been one of constant development of the industry. It would bo recalled 
that in 1922-23 the Tata Iron and Steel Co. were the only manufacturers of stool in 
the country ; the Mysore Works were just beginning to come into being. The Steel 
Corporation of Bengal came into being in 1937 as a direct result of the policy of 
protection granted by the Government. Moreover, the Tata Works also consider¬ 
ably expanded since the Fiscal Commission first reported. Although there has been 
no increase in the capital invested, the gross block of Tatas which stood at Rs. 
20-41 crorcs in 1923-24 increased to Rs. 20-(59 crores in 1938-39 and to 11s. 39-83 
crores in 1948-49. • This expansion was achieved by prudent financial management 
and adoption of a sound policy of ploughing back the profits in the industry. The 
Steel Corporation of Bengal came into being in 1937, the subscribed capital of the 
company being Rs. 4,48,80,725. The gross block of the company amounts to Rs. 
4,45,89,281. In 1924 when the steel industry was first examined by the Tariff Board 
the production of steel was only 1,63,000 tons. The development after the grant 
of protection has been quite commendable. This would be revealed by the fact that 
the production capacity of Tatas which in 1923-24 was only 2,00,000 tons increased 
to 7,50,000 tons in 1938-39 and to 8,50,000 tons in 1948-49. Similarly, the actual 
output of Tatas also increased which would be evidenced from the following 
figures :— 


Years 

Pig Iron 

Steel Ingots 

Finished steel 


Tons 

Tons 

Tons 

1923-24 . 

4,43,000 

2,35,000 

1,63,000 

1938-39 . 

10,20,000 

9,47,000 

7,01,000 

1948-49 . 

9,17,000 

9,04,000 

6,61,000 
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The production of pig iron and ferro alloys for the whole country since 1939 
was as follows :— 


Years 


Tons 


1939 

1940 

1941 

1942 

1943 

1944 

1945 

1946 

1947 


17,58,654 

20,12,611 

20,42,164 

18,50,938 

17,59,583 

14,43,200 

14,05,042 

14,38,054 

14,35,396 


In the above quantities the following figures relate to ferro alloys :— 


Years 


Tons 


1939 

1940 

1941 

1942 

1943 

1944 

1945 

1946 

1947 


1,613 

18,199 

31,850 

21,197 

10,711 

6,189 

8,694 

15,611 

18.121 


Tho production of finished steel increase as follows :— 


Years 


Tons 


1939 

1940 

1941 

1942 

1943 

1944 

1945 

1946 

1947 


8,42,905 

1,33,784 

11,37,650 

10,45,877 

11,49,308 

10,13,203 

9,96,678 

8,90,383 

8,93,296 


The production of steel ingots and metal for castings has also increased simulta¬ 
neously. It may be noted that the steel industry has expandod considerably as a 
result of protective policy followed by the Government. Not only that 
it has helped the development of a large number of engineering industries, but 
it has givon the country an opportunity to build up a strong nucleus for 
highly skilled labour. In the Tata Steel Works alono in 1923-24 there were 30,000 
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workers employed which increased to 31,000 in 1938-39. The employment statistics 
for the country as a whole are given below :— 

No. of Workers 


1939 

1940 

1941 

1942 

1943 

1944 

1945 

1946 


54,177 

56,729 

59,245 

65,672 

67,357 

68,801 

63,932 

65,400 


This leaves out of consideration the number of workers engaged in the ore mines 
and the collieries owned by the different Steel Works. 

The expansion of the industry as described above will indicate that the policy 
of tariff, protection has considerably helped the industrial development of the country. 
But for the protective policy followed by the Government the Steel Industry would 
have presented an entirely different picture to-day. 

Question 23 (a) Please indicate the significant features if any, in the structure and or¬ 
ganisation of the protected and assisted industries ivith respect to : 

(i) the size of the unit, 

(ii) their location, 

(in) development of combinations horizontal or vertical, 

(iv) the development of ancillary industries, 

(v) any other aspect that you may consider it necessary to mention. 

(b) 1 Do you think that the form or manner in which protection or assis¬ 
tance has been given to these industries has had anything to do with 
these features. Which of these features are in the interests of our 
economy and which are undesirable ? 

(a) (i) Size of Units :— 

The Steel Industry in India has certain important features in regard to its size. 
The Tata Iron and Steel Co. are considered to te the largest single unit m the world 
outside the United States of America. It is a fully integrated unit inasmuch as the 
Company owns its own mines and quarries supplying iron ore, limestone, manga¬ 
nese ore and also coal mines supplying about 50 per cent of its coal requirements. 
Similarly the Steel Corporation of Bengal have their own coal mines and other mines. 
The Company has got its own coke ovens at Hirapur and Kulti, the capacity of wnicn 
is about 63,000 tons per month. The SCOB obtain their pig iron from the Indian 
Iron and Steel Co. and commenced production in 1939. The third main producer 
of iron and steel viz., the Mysore Iron and Steel Works began their operation in Jan¬ 
uary 1923. The oiigiiud plant of the firm consisted of a blast, furnace and a Wood 
Distillation plant. Subsequent additions of auxiliary plants have taken place such 
as the pipe foundry and machine shops. A steel plant with a rolling mill was added 
in 1934 thus completing the mechanical equipment of the concern within the course 
of a decade. Their blast furnace is of modern design with productive capacity of 
28,000 tons per annum. They also set up p steel plant in order to raise the output 
of pig iron to the rated capacity so as to reduce over-head and other standing char¬ 
ges. It is understood that the maximum capacity of the rolling mills is 28,000 tons 
of light structural and bars. There is also a rod and strip mill with a capacity of 
5,000 tons of hoops and 5,000 tons of rods. The Association understand that the 
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Steel Corporation of Bengal have recently obtained a loan from the Government of 
India in order to extend their plant for increasing their capacity. 

From the above it would be seen that the Iron and Steel Industry in India has 
been designed in sucl a way that its growth and development are not retarded owing 
to future expansion plans. The following factors which are mainly responsible for 
the growth and development of the size of the units may be mentioned :— 

(1) The original plan of the projects has provided for a gradual and con¬ 
tinuous development of their size. 

(2) The location of the Steel Industry is very favourable. 

(3) The policy of protection adopted by the Government. 

2. Location. —The basic Indian iron and steel industry is located principally in. 
the Provinces of Bihar, West Bengal and Mysore State. The Iron and Steel Industry 
is a highly localised industry and affords good example of the marked advantages of 
a suitable location- A heavy industry like iron and steel is attracted to the place 
where iron ore and coal the two most important raw materials are situated. The raw 
materials required for the iron and steel industry are iron ore, coal and water, lime¬ 
stone, fluxes and dolomite etc. Iron ores are found in abundance in Bihar, 
Orissa, Mysore and Goa. But some of the richest iron ore deposits cf the 
world exist in the Iron Belt which comprises the Singhbhum area in which the Tata 
Works are located. Ir respect of coal the Indian Steel Industry enjoys exceptional 
advantages because it is available within a short distance from the iron ore deposits. 
Ample deposits of limestone and dolomite are also available in the neighbourhood. 
In regard to the Mysore Works, the location of the industry at Bhadravati is an in¬ 
teresting instance cf transport orienta ion. The two important raw materials are 
iron ore and wood, the latter being necessitated by charcoal blast furnaces ; both 
of them are localised materials. For each ten of pig iron produced 4-50 tons of 
wood and -25 tons of limestone are required ; thus they are highly weight losing 
materials. All the raw materials are available within a radius of 30 miles and hence 
the industry is most advantageously located. 

The Wood Distillation Plant at Bhadravati has to draw its supply of wood over 
a distance of 30 miles from the forests. The ratio is one ton of charcoal to every 4 
tons of wood. Wood was transported to the Distillation Plant on account of the 
recovery of bye-pioducts. Since the cessation of the recovery of bye-products the 
cast iron mills are installed in the forest area for the distillatior of wood. This is- 
an interesting example of a change of location consequent upon reduction in the value 
of products manufactured in relation to the locational weight transported. 

3. Development of combinations, vertical and horizontal. —The Association are 
not aware of any vertical combination in the case of the Indian Iron and Steel in¬ 
dustry but in so far as horizontal combination is concerned it may be mentioned that 
ther-r is a working arrangement between the Tat; Iron and Steel Co. and the SCOB 
in regard to the sale of common products since 1939. Similarly a pooling arrange¬ 
ment has also been entered into by Tatas with the Indian Iron and Steel Co. for 
pig iron. 

4. Development of Ancillary industries.- —The establishment of steel industry 
in India has considerably stimulated the growth of almost all the Engineering Indus¬ 
tries in the country. Apart from the concentration of a large number of important 
industries like tinplate, wire and wire-nails, oxygen gas, 'castings, locomotives etc. 
near Jamshedpur all over the country the development of Engineering Industries has 
been facilitated largely because of the availability of raw materials in the country. 

5. Any other aspect. —There is a belief current in certain circles that protection 
to the ste; 1 industry imposed an undue burden on the economy of the country. How 
ill-founded and mistaken the belief is will be apparent from a perusal of the note 
enclosed along with the reply submitted by Tata Don and Steel Co., Ltd., to the Fiscal 
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Commission (Appendix I) explaining the burden of protection to the consumers in the 
shape of protective import duties and the manifold benefits derived by the country 
from such protection- ,The benefits completely outweigh the so-called burden of 
protection. The Tata Iron and Steel Co. further pointed out : 

“ The establishment of the Steel Industry on its present basis and the constant 
additions and extensions made to the plant to increase the total ste. 1 producing ca¬ 
pacity have been greatly assisted by the protection granted to the industry since 

1924 . 

“ The form cr manner in which the protection was given took the nature of 
bounties (for three years only) and protective import duties. It may be generally 
stated that the form of protection adopted was conducive to the development of 
engineering and ancillary industries and railways. Thus the comparatively low duty 
on strueturals levied in 1924 was intended to keep the cost of steel to the consuming 
industries as low as possible. The bounties granted on rails and fish plates in the 
same year by way of additional assistance, as also the supplementary protection 
granted in the following year in the form of bounties, were intended to reduce the cost 
of steel to the consuming industries and to the railways. The introduction of the 
principle of differential duties since 1927 with preferential duties on imports from the 
U. K., which was the precursor of the pr inciple of Imperial Preference subsequently 
embodied in the Ottawa Pact, had the same result of minimising ths cost of protec¬ 
tion to consumers of tested steel, such as railways, engineering industries, machinery- 
manufactures, public utility undertakings etc. 

“ In 1934, the protective duties on strueturals and plates from the U. K., which 
are essential raw materials for engineering and public utility undertakings, and 
rails, fish plates and sleepers from all sources, required by the railways, were made 
equivalent to the ordinary revenue duties plus the proportionate countervailing 
excise duty on ingots. Billets which are used by the re-rollers were exempted from 
all duties except the countervailing excise duty on ingots. 

“ Thus the form and manner in which protection has been given to the main 
steel industry has been such as to afford considerable assistance to the ancrllary and 
engineering industries as also the railways. Norn of the other features in the struc¬ 
ture ana organisation of the industry mentioned in («) above has hadanyth ing to do 
with the form or manner in which protection was given ; nor are any of the above- 
mentioned features in the structure and organisation of the industry prejudicial or 
harmful to the interests of the general economy of the country. 

“ There is, however, one aspect cf the form and manner of protection to which 
we would, like to make a reference here. The periods for which the different Tariff 
Beards recommended protection ranged from 3 to 7 years. The scale of protection 
required was determined after considering the expected level of C. I. F. prices of 
foreign materials in India during the period for which protection was recommended 
and the fair selling prices fer the products of the indigenous industry to give it a 
reasonable margin of profit. In the steel industry it has invariably happened that 
the estimates of C. I. F. prices and fair selling prices made by each of the Tariff 
Boards were upset due to developments which were not foreseen at the time of the 
Tariff Board’s enquiries. Thus, fer example, while the scale of duties levied in 1924 
was intended to remain in force for a period of three years it proved inadequate on 
Account of further depreciation of continental currencies and appreciation of the 
arnpee in terms of sterling. Within six months of the grant of protection, therefore, 
the Tariff Board had to be asked to make a fresh enquiry to recommend additional 
protection. 

“ Again, while the protection granted in 1927 was intended to remain in force 
for a period of seven years, an increase in the rate of duty on galvanised sheets from 
Rs. 30 to Rs. 67 per ton had to be sanctioned in 1930 on account of a reduction in 
the imports prices of galvanised sheets below those estimated by the Tariff Board. 



In the same year, on account of the lower off-take of rails by the railways, which 
caused a considerable increase in the works costs and a reduction in the profits, the 
fair selling price of rails had to be increased from Rs. 110 to Rs. 130 per ton. 

“ The Tariff Board could not have anticipated in the year 1927 the world trade 
depression which set in the year 1929 and lasted upto 1933, causing a world wide 
reduction in the output, consumption and prices of steel. Again the major strike 
which took place in 1928 in the Steel Company’s Works at Jamshedpur consider¬ 
ably reduced production, increased the works costs and caused considerable re¬ 
duction in profits, thereby retarding the Company’s development plants. 

“ The time lag which invariably occurred between the occurrence of a disturbing 
factor and the sanction of Government of suitable remedial measures, on the re¬ 
commendations of Tariff Boards appointed for the purpose, caused needless loss to the 
industry and precluded it from deriving the full benefit of protection. Much swifter 
action on the part of Government is necessary to see that protection granted to an 
industry does not at any stage prove inadequate. 

“ We might also mention an instance in the history of protection to the steel 
industry, when Government, for reasons known to itself saw fit to curtail the measure 
of protection below what was recommended by the Tariff Board after a detailed en¬ 
quiry. In June 1925 the Tariff Board had recommended a bounty at the rate of Rs. 
18 per ton on the weight of ingots produced for a period of 18 months, subject to a 
maximum of Rs. 90 lakhs. Government, however, sanctioned a bounty at the re¬ 
duced rate of Rs. 12 per ton for a period of 18 months, subject to a maximum of Rs. 
60 lakhs. 

“ On account of these and other factors, the protection or assistance that the 
industry actually enjoyed during the period 1924—33, was far below that recommend¬ 
ed by the different Tariff Boards. As a consequence the Company was not in a 
position to pay any dividend on ordinary and deferred shares for the entire period 
from April 1922 to March 1935, except for a dividend of Re. 1 per ordinary share 
paid for the year 1926-27. For the period April 1922 to March 1925 and, again, from 
April 1928 to March 1930 even the second preference shareholders had to go without 
any dividend. 

“ The Steel Company was, however, able to a considerable extent to make up 
for the past losses after 1933 by which time the world depression had passed and 
definite recovery had set in in the world prices of steel. The formation of the interna¬ 
tional steel cartel on the Continent as also the armament manufacturing pro¬ 
grammes adopted by the European countries since 1937, further contributed to the 
general prosperity of the industry the world over, in which the steel industry in 
India also shared .” 

Question 24. If you consider that the undesirable features mentioned, if any, were due 
to any defects or deficiencies in the control exercised by Government over 
the protected or assisted industries, please point out such defects or de¬ 
ficiencies. 

In view of our replies to question 23b the question docs not arise. 

Question 25. To what extent has the protection or assistance afforded to an industry 
resulted in :— 

(t) Its progressive mechanisation, 

(«) the introduction of new economies and other technical improvements, 

(Hi) the optimum utilisation of indigenous raw materials and bye-pro¬ 
ducts. 

Please illustrate xvith examples drawn from your knowledge or experience 
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The Steel Industry in India has all along followed the policy of progressive me- 
•chanization and the introduction of technical improvements with a view to reducing 
cost of production. This would be borne out by the facts given in the memoranda 
submitted by individual companies. The following ; however, may be noted : 

( i ) Installation of coal mixing bunkers in June, 1939 which reduces the cost 
of handling coking coal, has facilitated blending and enabled control 
of the coke plant at Tata Works. 

(«) Installation of coke breeze fired boilers in 1944-45 at Tata Works as 
a measure of fuel economy. 

(Hi) Installation of normalising plant in the plate mill at Tata Works in 
1935-36. 

(iv) Introduction of duplex plant at the Steel Corporation of Bengal. 

(v) Modernisation of the coke oven by installing a new set of batteries and 
ancillary plant at the Steel Corporation of Bengal. 

(vi) Establishment of a ferro-silicon plant at the Mysore Works. 

(vii) Installation of a rod and strip mill at Mysore. 

(viii) Proposal for the establishment of an electric pig iron furnance at 
Mysore Works. 

(ix) Recovery of bye-products at Jamshedpur and Mysore. 

The above illustrations would indicate that the Steel Industry under the shelter 
of protection has introduced progressive mechanisation and other technical improve¬ 
ments as economy measures. Along with the production of pig iron and steel, 
the consumption of indigenous raw materials like iron ore, dolomite, etc., has 
considerably increased. 

Question 26. Has the protection or assistance to our industries introduced any sub¬ 
stantial increase in the supply of 

(a) Technical personnel required by the industry, 

(b) skilled labour, 

(c) semi-skilled labour, 

(d) stabilised industrial labour force ? 

(а) Technical Personnel required by the industry. —The protection granted to the 
industry has undoubtedly led to the supply of technical personnel for the industry. 
In the initial stages the industry had to depend upon technical personnel imported 
from abroad. It may be pointed out that the Tata Iron & Steel Co., Ltd., set up a 
Technical Institute at Jamshedpur in 1921 for the training of Indians for employ¬ 
ment in higher grade posts. Ever since its start the Institute has turned out a regu¬ 
lar team of trained Engineers to meet the requirements of the industry. 

(б) <fc (c) Skilled and semi-skilled labour. —The establishment and progressive 
development of the Steel Industry under protection has led to the creation of a skilled 
and semi-skilled labour force. The Tata Technical Institute also conducts an 
apprenticeship course for semi-skilled employees and they are also running a Techni¬ 
cal night school for the employees. 

(d) Stabilised industrial labour force. —Labour force at Jamshedpur, Hirapur 
and Kulti and Mysore is stabilised because the industry has offered them necessary 
facilities like labour quarters, security of employment, liberal terms of service, etc. 
The labour force employed by the Steel Industry may be regarded as stabilised. 

Question 27. To what extent, if any, has industrial research been initiated and fostered 
by protected and assisted industries ? 

Since the main work in this field has been done by the Tata Iron & Steel Co., 
we have to only describe the facilities which - have been provided by them. They 
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maintain the Tata Control and Research Laboratories where researches are being 
•carried on on a large number of subjects. An illustration of the fruits of this research 
will be found in the fact that it has been possible to manufacture basic refractories 
from low grade chrome ore and nozzles and stoppers from clay etc. The Association 
would also draw the attention of the Fiscal Commission to the Memorandum submit¬ 
ted by Tata Iron and Steel Co., Ltd., where detailed account has been given regar¬ 
ding the research work carried on by their organization. 

Question 28. Do you consider that the revenue tariffs imposed in the past have had any 
appreciable effects on the growth and development of our industries and 
on the course of our export and import trade? If so, would you illustrate 
your findings with some examples drawn from the trade or industry of 
which you have knowledge or experience 1 

The Association havo no comments to offer. 

Question 29. (a) What were the broad effects of the tariff policy pursued by the Gov¬ 

ernment between 1923 and 1939, on the volume, character and geogra¬ 
phical distribution of our import and export trade ? 

(b) To what extent was the relative importance of our domestic and foreign 
trade affected by this policy during this period ? 

In so far as the effects of the tariff policy on the import and export trade of the 
iron and steel industry are concerned, the Association would refer the Fiscal Com¬ 
mission to the reply sent on this point by the Tata Iron & Steel Co., Ltd. Beyond 
this the Association have no views to offer. 

Question 30. Do you think that the development of any of the protective industries was 
hampered by the policies pursued or the measures adopted by Government 
with regard to matters other than protection ? Please give examples. 

The Association have no comments to offer. 


Section D 

Factors in the formulation of a new Fiscal Policy—Import Control Policy. 

Question 31. What in your assessment is the relative importance of the main changes 
in the pattern of our foreign trade which had taken place in the periods (a) 
1939—45 and (6) 1946—49 ? 

In order to get an idea about the relative importance of the main changes in 
the pattern of our foreign trade during the war and post-war periods, it is necessary 
to state a few words about the pre-war position. India has been a supplier of 
vital raw materials to the world on a considerable scale and a bulk purchaser of 
manufactured articles from foreign countries. After the Industrial Revolution in 
Great Britain, India was made a market for British manufactures and plantation 
of supply of raw materials and food-stuffs to feed British factories and population. 
But this position was changed after World War I when in spite of so many draw¬ 
backs, modern factories began to be installed. This progress of industrialisation 
gained strength and began to assert itself not only in India but also to a certain 
extent in foreign markets with the result that our manufactures began to appear 
in the export list. In the ease of jute in particular India had a monopoly. This 
tendency once begun gathered vigour and speed with the march of time and is stea¬ 
dily continuing right up to the present day. The following table gives a clear 
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picture about the percentage of manufactured goods to the total trade both in 
exports and imports :— 







Import 

Export 

1920-21 



• 


84% 

36% 

1924-25 

. 

. 



76% 

22% 

1928-29 

• 

. 



73% 

' 27% 

1932-33 

• 

* 



73% 

29% 

1936-37 

• 

. 



75% 

26% 

1939-40 

• 

. 



56% 

38% 


It will be seen from the above table that in 1920-21 manufactured articles con¬ 
stituted as high as 84% of our total imports and 3(3% of our exports. But the 
imports of manufactured goods dwindled to 56% and that of export increased to 
38% in 1939-40. The change brought about in the increase of export of manufac¬ 
tured goods is the result of our increasing industrialisation. 

In so far as the engineering goods are concerned, we have not been an exporter 
except in case of pig iron and iron ore. The manufactured articles which formed 
84% of the total value of our imports in 1920-21 declined to 56% in 1939-40. The 
import of industrial raw materials relatively increased from 5% in 1920-21 to 22% 
in 1939-40. The import of food stuffs incriased from 11% in 1920-21 to 22% in 
1939-40. On the export side our export of manufactured goods declined relatively 
from 36% in 1920-21 to 26% in 1936-37 and the export of industrial raw materials 
increased from 35% to 55%. 

This would indicate that Indian industries were developed mainly from the 
angle of producing those goods which were internally required and not for processing 
raw materials which are exported. 

But the period of War II brought about a considerable change in the pattern 
of our foreign trade. The period between 1939 and 1945 was full of abnormal 
difficulties and the Government of India had to control imports for : (1) Conservation 
of foreign exchang eresources, (2) for meeting the war demand and (3) for utilising 
the available shipping space to the best advantage. The figures of exports from 
1941-42 show a marked drop in the export of industrial raw materials to 28% and 
an equally marked increase in the export of manufactures to the extent of 47%. 
During the war period on account of Government control for reasons of war, the 
foreign trade was hedged in and we did not have appreciable imports of manufac¬ 
tured articles which were either not required urgently or which could be procured 
locally. The result of this was that many new engineering industries developed 
in the country. An example of this may be found in the case of machine tools, 
small tools, various electrical industries, new types of special steels, screws, antimony, 
non-ferrous metal industry etc., etc. 

After the termination of the war in 1945, the shipping difficulty largely dis¬ 
appeared and the supply position in the Western countries which were our main 
exporters had considerably eased. In 1946 Government of India considered that 
import control could be sufficiently liberalised to meet the pent up demand in the 
country. The system of Open General Licence was extended to a large number 
of commodities imported from all sources. The total value of licences issued 
during the 12 months ending 12th March, 1947, was about a thousand 
crore of rupees. It might be that the licences issued were not fully utilised 
but the result of this policy was to impose heavy burden on India’s foreign exchange 
resources. In this connection reference may be made to the famous Hydari Mission 
which went to England and America and negotiated for the import of a large number 
of consumer goods. The country was flooded .with imports of all sorts of commo¬ 
dities. In 1947 the entire position was reviewed and the Government decided to 
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limit imports to the current earnings of exports plus the transfers from the sterlinj 
balances. The position of restricted imports continued till July, 1948. During 
this period a large number of industrial raw materials and plant and machinery 
were imported. But again in July, 1948, the Government reviewed their import 
policy in order to import a large number of articles to fight the inflation. Thif 
again resulted in the Indian Market being flooded with imports and the result was 
ruinous both to the Government and the public. The country paid for the huge 
imports through her nose and in May 1949, came a time when the Government 
of India were faced with an economic crisis without parallel in our economic history. 
Import control was again tightened and the position so much worsened in September, 
1949, that India had to devalue her currency along with the sterling. 

From the above narration of the pattern of our foreign trade during the war 
and post-war periods it would be clear that in the first period the importance of the 
change in the pattern of our foreign trade lay in the development of new industries 
in the country specially in the field of engineering and chemicals and in the second 
period as a result of unstabilised Government import policy industrialisation got 
a severe shock. 

Question 32. Would you precisely analyse the effects of (a) legislative and {h) adminis¬ 
trative measures relating to the control arid regulations of our foreign trade which 
Government have had to adopt during these periods on (a) our import and export 
trade and (b) the growth and development of cur industries ? 

The effect of Government control on our import and export trade has been dealt 
with in our replies to question 31 above. In short the pattern of our foreign trade 
has considerably changed as a result of these measures except for periods of great 
abnormality when Government acted on their own without consulting the interests 
of trade and industry in liberalising or tightening all controls. The import control 
policy has resulted in the import of a large number of capital equipment and indus¬ 
trial raw materials. As we have pointed out above, the import policy of the Govern¬ 
ment has resulted in our receiving a large number of consumer goods in the shipping 
periods of 1946 and in July-December, 1948 and till June 1949. These were the 
two darkest periods in the economic history of post-war India when the country 
was flooded with cheap American and English goods which disorganised a large 
number of Engineering Industries in the country. 

In so far as the effect of the control on export is concerned, during the war it 
served a very good purpose of conserving the local supplies for civilian and military 
needs. The development of export trade has been considerably hampered as a 
result of these controls and it is heartening to find that the Government of India 
has decided towards relaxation of export control in order to earn foreign exchange. 
The Government of India had recently appointed an Export Promotion Committee, 
the report of which has already been submitted to the Government and the Govern¬ 
ment have already taken action on a large number of their recommendations. The 
Association feel that our export trade is likely to develop as a result of the measures 
announced recently by Government. 

So far as the effect of the Government control on Engineering Industries is 
concerned, the Association would record their appreciation that as a result of scarce 
conditions created by the stoppage of imports a large number of Engineering Indus¬ 
tries had come into being during the war. In the earlier section of this memoran¬ 
dum, the Association have pointed out the development and growth of various 
Engineering Industries which have developed during the war. The example of 
these would be found in the development of Alloy and Tool Steel Industries, small 
Tools and Machine Tools, Wood Screws, Expanded Metals, non-ferrous Metal 
Industries, a large number of Mechanical Engineering Industries like Diesel Engines 
etc., Electrical Industries particularly Electric Motors, Transformers and Swatch 
Gear etc. The growth of these Engineering Industries was checked as they were 
faced with a serious competition from cheap foreign products in the last two years, 
18 M. of Com. 
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Question 33. To what extent had these changes affected the f undamental premises on 
which the recommendations of the Indian Fiscal Commission 1921-22 were 
basedl Please illustrate your reply with example drawn from the trade or indus¬ 
try with which you may be concerned or about which you may possess adequate 
knowledge. 

The fundamental premises on which the recommendations of the Indian Fiscal 
Commission for a policy of discriminate protection were based were :— 

(1) That an industry must be possessing natural advantages such as an abun¬ 

dant supply of raw materials, cheap power, sufficient supply of labour 
and a large home market. 

(2) The industry must also be one which without the help of protection either 

is not likely to develop at all or is not likely to develop so rapidly as 
desirable in the interest of the country ; and 

(3) Finally, it must be proved that the industry will eventually be able to 

face world competition without protection. 

In so far as the change in the pattern of our export trade is concerned 
the interest of the nation requires that we must export manufactured 
.commodities in order to earn foreign exchange resources to pay for 
our capital equipment and industrial raw materials which we are 
not able to manufacture inside our country. This would mean that 
even though an industry may not be enjoying natural advantages in 
regard to the supply of raw materials, cheap power or anyone of them, 
it is very necessary that that industry should be developed for catering 
to the needs of foreign markets. For the development of such an 
industry it may be necessary that raw materials should be imported. 

An example of this will be found in the case of plastic Industry where the raw 
material namely moulding powders are not available in the country. India’s Plastics 
Industry has been built up with the help of imported raw material and it is now 
building up export markets in the neighbouring countries which would earn foreign 
exchange resources for the country. Therefore, in the case of such an industry 
the availability of raw materials inside the country in order to enable it to receive 
State protection should not be a necessary condition. Similarly in case of other 
Engineering Industries which can easily cater for foreign markets, it may be necessary 
to import steel because of shortage inside the country. The Association, therefore, 
feel that due to the necessity of our having to export a large number of articles in 
order to balance our payment position, it may be necessary for the Government 
to relax some of the conditions imposed by the Fiscal Commission of 1921-22. 

Question 34. In the light of your appreciation what is the relative importance you 
attach under the present day conditions to the Governmental measures for the pro¬ 
motion of our trade and industry which may be broadly classified under the 
following heads: — (a) Fiscal measures and ( b) non-fiscal measures. 

The policy of laissez faire under which the Government of a country has not 
to interfere with the industrial and commercial aspirations of the country is dead 
and gone. In the present day economic conditions of the world, the Government 
of every country has actually assisted the promotion of its trade and commerce. 
It is therefore, not necessary for the Association to emphasise the importance of 
Governmental interference for the promotion of our trade and industry. Private 
enterprise has already given place to controlled economy and it is very necessary 
that our Government actively support the industrialisation of the, country both 
by fiscal and non-fiscal measures. In the opinion of the Association non-fiscal 
measures have more importance than the fiscal measures especially on account of 
partition which has create^ for India two land frontiers one on the East and the 
other on the West, the result of which would be that the smugglers trade would 
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flourish and the fiscal measures adopted by the Government would not fully meet 
the requirements of the situation. It is apprehended that if the Fiscal Commission 
recommends help to our secondary industries by heavy protective import duties, 
the smuggler’s art will make small the protective wall, since the long boundary 
lines between the Dominions of India and Pakistan have become the life lines of 
the smuggler’s enterprise. It is to be understood that partition has made protection 
by import duties of small avail for many industries. For instance f we raise the 
protective duty on cycles in the Indian Dominion say to 60% while in the Pakistan 
the duty is 20 % we will find thousands of foreign cycles wheeling down from Pakistan 
into the Indian Dominion. Suppose India wants to protect th n Jlbearing industry 
in India by raising the import duty to 70% while the Pakis a import duty is only 
10% we will then stimulate the Pakistan smuggler to ply a \ erv profitable trade with 
India with this easily concealed material, which is very small in size but costly in 
price. We thus come to the paradox that it is not so much the import duties in 
India that will ultimately protect Indian industries as the Pakistan import duties. 

Question 35. Would you indicate the extent to which an appropriate tariff policy can 
further our foreign trade and assist in the development of our industries ? 

The Association strongly believe that an appropriate traiff policy suited to the 
country will go a long way in the development of our industries and m building up 
our foreign trade. What the Association has in mind is that if Government assist 
the development of our industries both by fiscal and non-fiscal measures and actively 
support the development of our export trade, it would greatly benefit the country. 
There are a large number of engineering industries which have been established in 
the country during the last 10 years and most of them are in a position to export 
to the neighbouring countries. If restriction on imports is placed and standar¬ 
disation of quality is achieved, export trade is bound to develop. The Association 
are not in a position to say if any country has developed her industries without 
active Governmental assistance. 

Question 36. What in your judgment should he the objectives of tariff policy in short 
period ? 

In the judgment of the Association the objectives of tariff policy in the short 
period should be: 

(i) to accelerate the pace of industrialisation in the country; 

(iiLto introduce mechanisation in agriculture for the Association believe 
that human flesh and blood should not be required to do the job 
which iron and steel can do; 

(Hi) to raise the standard of living of the masses; 

(ir) to aim at fuller employment of India’s teeming population. 

Question 37. The minority report of the Indian Fiscal Commission 1921-22 expressed 
the view that there should be an wngualified pronouncement that the Fiscal 
Policy best suited for India is protection. Do you agree with this' 1 . 

The national aspirations of India have all along been towards following a pro¬ 
tective tariff policy for the country. It has always been the hope of Indians who 
have the best interests of the country at heart that a free India will follow a protective 
policy. The country till 1947 had been groaning under the hardship of a virtual 
free trade that had been imposed upon her by her rulers in their own interests. 
Indian economy has been exposed to the full blast of foreign competition and as 
such the country’s industrialisation has proceeded at a very slow pace. Under the 
present circumstances the Association strongly believe that the Fiscal policy best 
suited for India is protection. It is very necessary for free India to follow a 
protectionist policy for some time in order to catch the arrears of our growth the 
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various sectors of our economy and having risen to the full economic stature it will 
be easy for us to give up the crutches of protection. It should not be understood 
that the Association plead for a closed economy. In the preparatory period we 
too need have only a controlled economy. 

Question 38. If so, what principles and conditions would you lay down for 
regulating the grant of protection or assistance ? 

In the opinion of the Association the conditions for regulating the grant of 
protection or assistance should be the same as laid down by the Government in their 
terms of reference to the Tariff Board appointed in 1945, as these conditions can 
cover almost any industry in the country which is worth development. The Asso¬ 
ciation would, however, suggest a liberal and helpful outlook by the Tariff Board 
and the Government. This becomes necessary because interpretation of the condi¬ 
tions might create difficulty for an industry which otherwise is eligible for protection. 
For instance the phrase “Within a reasonable time” is a vague one. An industry 
might take 20 years to develop sufficiently to carry on without State assistance or 
protection wiiereas another industry might be able to do it within 5 years and, 
therefore, what is reasonable time is a matter which depends upon the circums¬ 
tances of each industry. 

The Association, however would like to make it clear that protection should 
not be indiscriminate to any and every industry. Moreover, what is very necessary 
is that the Indian Standards Institution lays down the standards at an early date 
for all the articles manufactured in India and a highly qualified technical expert 
should be attached to the Tariff Board for purposes of determining standards, speci¬ 
fications and qualities of the products of such industries which go for protection. 
At the present moment the Tariff Board does not have any means of determining 
it except to ask for consumers views which under the present circumstances of the 
country do not carry it far. It is, therefore, necessary that standard tests carried 
on by the Tariff Board Officials themselves coupled with the views of the consumers 
should be the criterion of standard quality. 

In regard to the cost of protection the Association would like to emphasise the 
fact that nothing is more costly to the nation than the export of its 
capital and resources to foreign countries in exchange of their goods and 
services. If a country were to depend for all time on imported articles, her future 
would always be in danger. The cost of protection to the community at large has 
not been scientifically worked out by any Tariff Board so far. To the mind of the 
Association it would appear that the cost of protection to the community is perhaps 
the measure of the difference between the landed cost of the imported article and 
tne fair selling price of the indigenous product. The question, therefore, naturally 
arises whether an Indian shduld go on paying for sometime X plus Y, Y being the 
measure of protection or he should send out of his country X for all times. The 
reply to the question is obvious. If India’s teeming millions have to be provided 
with employment, if the standard of living of the masses has to be raised, and if 
the national dividend of the country has to be increased, increased industrialisation 
is the only remedy and increased industrialisation in its turn depends upon protection. 
The Association have no doubt in their mind that the community has to shoulder 
this burden gladly. 

Question 39. Would you, in the application of the formula or principles, if ony, or 
in the administration of the policy in general, like special consideration or prio¬ 
rity to he given to any particular classes of industry ? If so, please name the 
classes. 

The Association would like to give special consideration to the needs of basic 
industries first. Thereafter should come the associated and secondary industry 
and the last of all industries producing consumer goods. But the Association are 
conscious of a danger in making the above statement. Every industry is important 
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for the nation and no hard and fast rule can he laid down in regard to the grant of 
protection with regard to special consideration or priority. 

Question 40. Do you agree with the view that the grant of protection should not be con¬ 
fined to infant industries but should be considered if necessary even before an 
industry is established or when proposals for its establishment are under consi- 
dereation ? 

The Association do not agree with the view that grant of protection should 
he considered for an unhom industry. At least no question of protection should 
arise hy customs tariff. There are so many ways open to the Government to help 
the growth and development of industries and the Association would recommend 
the application of only non-fiscal measures in case of unhom industries. 

Question 41. Please indicate your views on the various alternative methods of protection, 
e.g .:— 

(1) Protective import duty. 

(2) Bounty or subsidy. 

( 3 ) System of pool prices e.g. the aluminium price pool which was introduced 

till recently. 

(4) (a) Quantitative restriction of import based on guranteed market for at 

least a percentage of domestic production when such: quantitative restric¬ 
tions can be imposed without conflict with pre-existing agreements or 
commitments. 

\b) which of these methods should be the normal methods. 

'(c) would you like the appropriate method to be determined in each case on its 
merits, if so what are the conditions you would like to bear in mind in 
selecting the method of protection* 

(a) The best method of affording protection to an industry, in the opinion of 
the Association, with certain reservations, is hy protective import duty. Bounty 
or subsidy can also be granted in certain cases. The system of pool prices is un¬ 
workable in actual practice except in very selected commodities like virgin metals. 
There are a large number of articles and in each article there are thousands of dealers 
and it is very difficult to work this system for industries seeking protectior. The 
Association would like to make it clear that the system of quantitative restriction 
on imports should be applied in almost all the cases. The reason for this recommen¬ 
dation of the Association is that the restriction of imports has a great bearing on 
the psychology of the consumers. Moreover, guaranteeing the Indian market for 
the indigenous product is the least that Government should do. In the present 
circumstances of the Indian industries specially in the field of engineering, Indian 
industry cannot be expected to compete with the quality products of the 
West which have been in the field for centuries now. Quality is a matter of ex¬ 
perience in technical skill and know-how. 

(р) The normal method of protection should be a combination of protective 
import duty and restricted imports. 

(с) The Association would recommend the appropriate method to be deter¬ 
mined in each case on its merits . The conditions which a Tariff Board should keep 
in mind in selecting the method of protection should be— 

(i) that the industry is one which without that particular method being 
applied cannot hope to exist. An instance of this would be found 
in the case of industrial plant and machinery where consumers are 
expert people and they would not care for a new Indian article so long 
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as they can have access to imported machines. It may, therefore, 
be necessary to restrict the market for imported articles, 

(it) that the industry is one where the grant of protection by protective 
import duty or by restriction of imports would be a heavy burden on 
the consumers. In such a case only subsidy may be desirable, 

(in) that the cost of raw materials and labour compare proportionately less 
to the cost of the total product, and 

(iv) that there is a world monopoly in a product or in the acquisition of raw 
materials. 

Question 42. What should be Government policy and procedure where the situation 
calls for only safeguarding or anti-dumping measures as distinct from subs¬ 
tantive protection whether for small scale or large scale industries’ 1 . 

In such circumstances the Government policy should be to prohibit imports 
temporarily. 

Question 43. (a) What place would you assign to export duties in the Tariff systems in 
the future ? 

(b) Would you advocate export control (by duty or otherwise) for the purpose 
of: 

(i) safeguarding the domestic consumer against critical shortages, 

(ii) conserving domestic supplies of raw materials for utilisation by domestic 

industries. 

(a) The purpose of export duty is twofold. In the first place they are mainly 
revenue and in the second place they are imposed for countervailing any currency 
measure which the importing countries of Indian commodities might adopt. The 
Association would, therefore, recommend that export duties should be sparingly 
imposed and in any case their action should not be to hamjier exports. 

(b) The Association quite agree with the view that in case of critical shortages 
export control should be utilised for making the supplies available to the domeetio 
consumer. In so far as the second question regarding conserving domestic supplies 
of raw materials for utilisation by domestic industries is concerned, a large number of 
considerations come in. For instance the relative .mportance of the particular raw 
material in the export trade of the country, the importance of the consuming domestio 
industries, the price of similar imported articles etc. On account of such factors 
the Association would not like to make any definite observations on this question. 
But the matter can be thrashed at the time of the oral evidence. 

Question 44. What fiscal measures, if any, would you recommend to enable an established 
industry to maintain its exports ? 

No hard and fast rulo can be laid down regarding the application of any fiscal 
measures for maintenance of exports by an established industry. Each case has 
to be judged on its merits. 

Question 45. Have you any comments on the method by which the Tariff Board at present 
fixes the quantum of protection?. (The method of the comparing the fair selling 
price of the domestic product with the landed cost of the imported product.) 

In the first place the Association would like to register their objection on the 
method by which the cost of production of an indigenous commodity is arrived at. 
The objections of the Association are based on actual experience of having conducted 
a large number of Tariff enquiiies. At present the Tariff Board takes into considera¬ 
tion the cost of law materials, labour charges and overheads, interest on working 
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capital and a certain percentage on block. This leaves out of consideration som 
items of exjienses like selling expenses etc. It ni°y he noted that the landed cost 
of the foreign article is a price wliich includes the commission to the agent in India 
os well as the profit of the manufacturer in foreign countries. The Association 
understand that the selling agent’s commission in India is very high in almost 
all the imported articles. This fact gives a great competitive strength to the dealer 
in competing with iho indigenous product in the country. The result is that the 
quantum of protection arrived at by comparing the landed cost with the cost of 
production of the indigenous product does not give sufficient relief Moreover, 
the Tariff Board takes the landed cost of a commodity cn a particulai date from the 
Collector of Customs, which method is not at all correct because the competition 
which the Indian industry has to face is from not a particular consignment hut from 
the available stock in the country. The Tariff Board does not make any effort 
to find out the trend of prices in future with the result that m some esses t he protection 
granted docs not come to much. A peiusal of some ol the Tariff Board reports will 
convince tho Fiscal Commjssk r. tint in a large number of casts the estimates -of 
cost of production for the future have been falsified invariably. The result lias been 
that the quantum of protection granted has not at all helped the industry. Rate 
of profit allowed to the Indian industry has been another factor in restricting the 
growth of engineering industries. The Association, therefore, would urge that the 
Tariff Board should be instructed to find out the larid.c d cost over a period and not 
on a particular date. Similarly, ir. consultation with some Cost Accountants of 
repute a certain standard formula should be adopted in order to guide the Indian 
industries to present their accounts before the Tariff Board. \ 

Question 4H. Would you recommend variations in duties to meet variations in import 
costs 1 

Yes, the Association would strongly recommend that the import duty should 
be varied according to the landed cost of the various foreign products in the Indian 
market, and this should be done almost immediately. The industry should nit be 
required to move the Government for this purpose. There should be an administra¬ 
tive department attached to the Ministry of Commerce whose main duty should be 
to get daily reports from the port towns and watch the progress of the foreign prices in 
order that they are enabled to effect the variations without much difficulty. 

Question 47. Where protection is to be given by tariffs, what are the considerations which 
you think should govern the choice between the various alternative forms of duty 
such as specific, ad valorem, compound etc.I 

Customs duties when they are utilised for giving protection to an indigenous 
industry may taJke one of the two forms. They may be either specific, that is to 
say, a definite sum to be paid for a definite weight or measure of the commodity or 
they may bo ad valorem in which case the duty is expressed as a percentage of 
the value of the commodity. The advantage of a specific duty consists in the case 
and certainty with which it is collected. The customs officials can easily know that 
the duty to be paid is so much. There is less likelihood of a dispute arising between 
the Customs Authorities and the importers. In case of ad valorem duties the main 
difficulty lies in ascertaining fairly accurately the value of the goods to be assessed. 
Fuither the system of ad valorem duties involves certain disadvantages to the im¬ 
porter. A rise in the price of the commodity means a corresponding rise in the duty 
paid. On the other hand specific duties suffer from obvious disadvantages. When 
prices are fluctuating considerably, a spec :'iic duty results in continual changes in 
the rate of duty. From the point of view of Government revenue ad valorem System 
is probably more advantageous. 

From the point of view of protection the system of specific duty gives no assur¬ 
ance that the intentions of the Government will be earned out. If the general level 
of prices lises tbe full protection designed by the Tariff Board may not be .afforded 
On the other hand if the general level of prices falls the protection may prove ex¬ 
cessive. 
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From oil these difficulties it would appear that it is not easy to pronounce any 
judgment on the utility of either of the two duties. The Association on the whole 
would recommend that once the Tariff Board have come to the conclusion that an 
■industry has to be effectively protected they should recommend the type of duty 
which would be most desirable keeping in view all the circumstances of an industry 
■to be protected. 

Question 48. What do you think of the utility and practicability of irariff quotas? 

In the opinion of the Association what the Fiscal Commission have in mind 
is the utility of import quotas under which it may be laid down that the maximum 
amount of the commodity which may be imported during a given period would be 
so much. The Association feel that in cases where the restriction of imports is 
•considered as necessary for protecting a certain industry which does not meet the 
total demand of the country and where the total demand can easily be ascertained 
import quota may be utilised with advantage. Quotas have certain advantages 
Inasmuch as the home producers can exactly know what quantity of imports will 
•come in but here are certain disadvantages and the Association would, therefore, 
recommend that quota system should be utilised with care and caution. 

-Question 49. Would you like a minimum or maximum duration to be laid doum for 
protective measure ? 

No. Each case should he decided on its merits. 

•Question 50. A re you satisfied with the existing system of revenue tariff classification? 
If not, what are its defects and what changes would you suggest ? Can the 
existing system be so modified as to reduce the burden on the consumer without 
any appreciable loss of revenue to the public exchequer ? 

The first part of the question is not clear. In so far as the reduction in the 
revenue duty is concerned the Association feel that they can be modified but this 
would require expert examination for which the Association would suggest the 
appointment of a Committee to go into this question in detail. 

Question 51. Having regard to : 

(a) the future structure of our foreign trade, 

(b) the anticipations relating to the course of International Trade (underlying 

the Havana Charter on Trade and Employment), and 

(c) the broad lines of industrial policy as laid doum in the statement of the 6th 

April, 

would you attempt a formulation of the objectives of our long term Fiscal 
Policy ? 

This has already been covered in reply to questions already answered. 

Question 52. In order to facilitate the objectives of our fiscal policy do you think it would 
be necessary for Government or quasi Government institutions to participate in 
foreign trade : 

(a) in the short period, 

(b) in the long period. 

In the opinion of the Association it will not be necessary for Government In- 
atitutions to participate in foreign trade except in abnormal circumstances. 

Question 53. If your answer to the above question is in the affirmative, what form 
Government or quasi Government organisation would you recommend? What 
will be the limits to their activities and what conditions, if any, would you im¬ 
pose on their functions? 

In view of our replies to question 52, the question does not arise. 
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Section E 

Non-fiscal measures for the promotion of Trade and Industry 

Question 54. The Indian Fiscal Commission of 1921-22 suggested severed “ supple - 
mentary measures" as an aid to the tariff policy which they had recommended. 
Would you enumerate the non-fiscal measures that Government should now adopt 
in furtherance of any approved fiscal policy both in the short period and in 
the long period? 

In the opinion of the Association the non-fiscal measures that Government 
should adopt for the promotion of our trade and industry should be :— 

(а) to lighten the burden of railway freight rates, 

(б) improvement in land acquisition facilities for development of industries, 

(c) provision of technical training, 

(d) establishment of a Labour Academy for training Trade Union Offi¬ 

cials, 

(e) modification in some of the existing laws relating to industry, 

(/) reduction in taxation, 

(g) provision for adequate supply of controlled raw materials for construction 
of new factories and for regular production, 

(A) supply of cheap power, 

(»’) provision for technical training by Government Ordnance factories, 

(j) Government purchases should invariably be made from local sources. 

Question 55. In particular have you any special suggestions to make as to how Govern¬ 
ment could facilitate :— 

(a) the supply of essential industrial raw materials where these are not readily 

available in the country, 

(b) the supply of essential plant and machinery, 

(c) the supply of cheap fuel or power, 

(d) the production cf cheap, adequate and quick transport both for the movement 

of raw and semiprocessed materials and their finished products made 
available under a scheme of rationalised freight structure, 

(e) the supply of techncial personnel of different grades, 

{}) the supply of technical information about industrial methods and pro¬ 
cesses, 

(g) the supply of industrial finance both for use as block and as working ca¬ 
pital? 

(a) Under the present conditions of control, the Association suggest that the 
least that Government could do to help the development of engineering industries 
is that licences should be issued expeditiously for importing raw materials which are 
not available locally and the customs duties should be made light. In so far as 
the supply of iron and steel is concerned, Government should rationalise its distri¬ 
bution in consultation with the industrial organisations of the country. Engineer¬ 
ing Industries have been practically starved since 1945 aad there would be very 
few industrialists who would venture out in new fields, unless the existing situation 
improves. 

(b) In regard to the supply of essential plant and machinery there have 
been very few complaints received by the Association and the Association feel that 
the development of plant and machinery industry inside the country is very neoeesary 
in order that local industries may not have to depend upon foreign supplies of such 
.machinery as can be manufactured within the country. There are enough resources 



52 


available inside the country and the report of M/s. Ford, Bacon & Davis which 
has been submitted to the Government of India would indicate how our industries 
can be developed for the purpose. 

(c) So far as fuel and power are concerned, so long as Government continue 
their fixed selling prices of coal neither coal nor electricity can be cheap. Industries 
have been clamouring for declaring the present fixed prices of coal as maximum 
prices in order that any deal below the maximum prices may be legalised, but Go¬ 
vernment have not so far cared about it. In so far as the development of thermal 
power stations and hydro works are concerned, the Association look for Government 
schemes to fructify. 

(d) The Association very much wish that there should be cheap, adequate and 
quick transport and for this purpose it is necessary that the Indian rivers should be 
made navigable throughout the year. This would along with the railways improve 
the transport situation in the country. 

The freight policy underlying the railway administration and transport requires 
immediate revision- It was framed long ago mainly with a view to helping the 
export of our produce and the import of foreign materials when Indian industries 
were in infancy. Now since many of them have reached maturity and further rapid 
industrialisation of the country is a necessity to minimise the evil of unemployment 
which grows with the growth of population, the situation urgently requires a different 
orientation of the freight policy which should be set definitely and purposefully 
to accelerate the industrial progress of the country. In the vast sub-continent of 
India, it happens that some important industries are situated far from the industries 
consuming their products and it also happens that some important industries and it 
also happens that some essential raw materials are found far from where they are 
required. A wise national freight policy would adjust its freights to ease such posi¬ 
tions and not insist on arranging freights on the basis of what the traffic can bear. 

To summarise, the outlook of Railways requires drastic change ; the considera¬ 
tion in future should not be how a certain policy will affect Railway budgets but 
how it will help existing industries and promote further industrialisation ; the in¬ 
dustrial giant, when once on the move, will carry with ease many a budget deficit. 
Unless the whole structure of freight policy is changed it is net possible to indus¬ 
trialise the country to a large extent. It is significant to remark here that with 
the same sea freight from the U.K. to any port in India from Karachi to Rangoon 
imported articles are available at the same price in all the port towns and their 
neighbourhood. With the present freight policy they find an immediate and even 
distribution throughout the country at a very cheap cost. Similar products locally 
manufactured work at a disadvantage. An imported fan, for instance, could be 
easily distributed all over the country for the same price but an Indian fan will have 
to pay Rs. 5/- to Rs. 8/- as freight from Calcutta to any upcountry town. This 
works as a subsidy for imported articles. It is high time that the whole railway 
freight policy of the country should be revised. River canals and water courses 
should be developed and a net work of well co-ordinated rail, road, and water trans¬ 
port system should be evolved while coastal marine traffic run by Indians should be 
organised to meet the growing demand of Indian industries. 

(e) For the supply of technical personnel of different grades, Government of 
India have already take*, action in establishing 4 high powered technical Institutions 
and the Association hope this would meet the demand of Indian industries for tech¬ 
nical personnel. Moreover, as the Association have elsewhere suggested Government 
should appoint Industrial Engineers at important cities like Bombay, Kanpur,. 
Calcutta and Madras to advise and assist small scale industries. 

(/) If the Industrial Engineers are appointed and a small statistical office is. 
attached to them, it would take care of the supply of technical information. 
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(g) In regard to finance, the Association do not wish to make any detailed 
observations as it is a patent fact how Government action has already dried the 
sources of our finance. One point, however, which the Association would emphasise 
is that contractors’ bills for the supply of stores to Government should he paid Tor 
immediately. 

Question 56. How and to what extent could the trade, and industry co-operate with Gov¬ 
ernment in the provision of such facility? 

The Association have no particular views to offer. 

Question 57. Do you think any special types of organisation would be necessary ? 

(a) to secure this co-operation between the industry and trade, and 

(b) to provide for the orderly supply of the facilities enumerated in question 55 
or for the supply of such other facilities as may be considered necessary. 

In the opinion of the Association the existing organisations like the Import 
Advisory Counei 1 , the Export Advisory Council, the Central Advisory Council of 
Industries, the Development Committees are taking good care and for the present 
it is not necessary to add to them. 

Section F 

Fiscal policy in relation to Commonwealth preferences. 

Question 58. What are your general views on the subject of Imperial Preference ■— par¬ 
ticularly in the light of the principles underlying the General Agreement on Tariffs 
and Trade and the Havana Charter on World Trade, and Emjiloijment 1 

In view of the changed economic and political conditions in the world as well as 
in India, the entire question of ImjreriaJ Preference and the General Agreement on 
Tariff and Trade and the Havana Charter on World Trade and Employment neces¬ 
sitate a new approach. Owing to growing importance of manufactured articles in 
our export trade and the entry of industrial raw materials in our import trade pre¬ 
ferences should be entered into with a careful eye in the national interest. They 
should be reciprocal and mutually advantageous. 

Question 59. The Indian Fiscal Commission-of 1921-22 recommended that if the policy 
of Imperial Preference was adopted on the lines indicated in their Report, its 
application should be governed by the following principles :— 

(a) that no preference should be granted on any article without the approval of the 

Legislature ; 

( b) that no preference given in any way should diminish the protection required 

by Indian Industries ; 

(c) that preference should not involve on balance, any appreciable economic to 

India. 

On the assumption that the scheme of Imperial Preference is continued, would you 
consider the above principles adequate. ? If not, would you formulate a compre¬ 
hensive set of principles that may be applicable to the circumstances of the 
present ? 

The principles that the Association would recommend to guide any scheme of 
preferences may be enumerated as follows :— 

(») Preferences granted should not reduce the quantum of protection enjoyed 
by the Indian industries. 
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(ii) More emphasis should be laid on preferences to be obtained on industrial 
raw materials and capital equipment and machinery. 

(Hi) The preferences should not lead any foreign country to discriminate 
against us. r 

(iv) Finally, such agreements should help the industrialization of the country. 

Question 60. Would you make a broad analysis of the effects of the preferences granted 
and received by India and U.K. respectively under the Indo-British Trade Agree¬ 
ment of 1939, as 'modified by the provisions of the General Agreement on Tariffs 
and Trade under the following heads : 

(a) Expansion of trade ; 

(b) Customs revenues ; 

(c) Price levels of preferred commodities ? 

'Question 61. Please attempt a similar analysis in respect of the trade between India on 
the one hand and the other Commonwealth countries and the British colonies on 
the other. 

•Question 62. In what direction and to what extent do you think the preferences on imports 
into India have affected the burden on the Indian consumer ? Could you attempt 
a quantitative assessment with reference to some major preferred imports? 

•Question 63. Is it possible to make a similar estimate of the extent to which our exports 
have expanded as a result of the preferences received by us in the V.K., the Domin¬ 
ions and the other British territories? 

Question 64. Apart from the economic advantages that may be derived from these mutual 
preferences do you think that they confer any bargaining strength on India vis-a»vig 
(a) the United Kingdom and other Commonwealth countris and (b ) non-C&mmon- 
wealth countries ? If so, please illustrate your answer with some examples. 

•Question 65. (i) In the light of your replies to the above questions would you formulate 
your views on the desirability of continuing the existing system of preferences 
between (a) India and the United Kingdom, (b) India and the other Dominions, 
and (c) India and the other British territories ? 

(ii) If you are not in favour of continuing the existing system, what modifications 
would you suggest ? 

The association have no views to offer. 

Section G 

Treatment and obligations of protected and assisted Industries 

•Question 66. (a) Do you consider that industries receiving protection or assistance 
from Government owe a special obligation to the rest of the community as re¬ 
gards the manner in which they render their services ? 

(b) If so, please state your views as to these obligations under the following heads : _ 

(i) price policy and price structure ; 

(ii) wages and conditions of labour ; 

(Hi) adoption of technological improvements ; 

(iv) initiation of research in the technique of production and distribution ; 

(v) training of apprentices and Government Scholars and stipendiaries ; 

Ivi) control over the distribution of the production of protected industries in 
certain contingencies. 
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(a) Yes, industries receiving protection or assistance have obligations to the- 

community in general. 

(b) (i) The Association agree that the price policy of the protected industries 

should be helpful to the consumer. In this case the Association would 
draw the attention of the Government to the protection granted to 
the Iron and Steel Industry. Before the industry got established 
in the country, the foreign manufacturers of steel were charging 
higher prices but after the grant of protection the prices of foreign 
products tended to fall and what is more interesting to note is that 
to-day the price of Indian steel is the lowest in the world. 

( ii) In the opinion of the Association there is no necessity of making any 
special provision for the treatment of labour employed by protected 
industries. The consumer dictates the terms and if the community 
can afford to pay its labour handsomely, the Association, feel, pro¬ 
tected industries would not deny fair return to labour. 

(Hi) db (iv) The protected industries have already done commendable work 
in the field of research. For instance the Association would like to 
refer the Fiscal Commission to the work done by the Tata Iron and 
Steel Co. in this respect. 

(v) Improvement in the available supply of technical labour will help to- 

improve the quality of indigenous products and may lead to reduction, 
in the cost of production. The protected industries should be treated 
in the same way as other industries in the matter of training of ap¬ 
prentices or Government scholars. 

( vi ) Taking into consideration the particular circumstances of each industry,. 

distribution control can be exercised if circumstances so warrant. 

Question 67. (a) Is it necessary to stipulate that no protected or assisted industry 
should engage in any restrictive practice in respect of (i ) production, (ii) 
distribution or (Hi) prices ? 

(b) What general principles would you suggest to regulate the right of association 
or combination of the different units in a protected or assisted industry. 

(a) It is necessary to stipulate that no protected or assisted industry will en¬ 
gage in any practice in respect of production, distribution or prices if it is going to 
harm the community. But in certain extra-ordinary circumstances like shortage 
of raw materials, transport difficulties, labour troubles, some control may be ne¬ 
cessary and industry should be allowed to exercise such control. 

(b) The protected industries or any other should have absolute right to form 
associations or combinations to protect their interests and increase the volume of 
their services to the community. Industrial associations have a great disciplinary 
influence and the Association strongly feel that the industry should be encouraged 
to form associations. 

Question 68. Would you lay down any conditions regarding the financial structure 
of the industries receiving protection ? 

There is no need to lay down any special conditions regarding the financial 
structure of protected industres. The existing laws of the land and the terms of 
reference to the Tariff Board take sufficient care about it. 

Question 69. (a) Are you satisfied with the present arrangements for the standardiza¬ 
tion and control of the quality of industrial products ? In particular, do you 
think that any special arrangements for the control quality of the products of 
protected and assisted industries are necessary. 

(b) If so, would you impose this duty on the protected or assisted industries through 
such special organisations as they may set up with the, approval of Government 
or would you set up any special institutions outside these industries ? 
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(c) What in your view should be the structure and functions of such organisa¬ 
tions or institutions ? Should they be professionally expert bodies or be com¬ 
posed of representatives of the different interests concerned ? 

(a) The Association are not satisfied with the present arrangement for the 
standardisation and control of quality of industrial products in India but they 
strongly hope that the establishment of Indian Standards Institutions and the Indian 
Society for Quality Control will improve the situation. 

(b) The Association would recommend that the matter of standardisation 
and regulation of quality be left over to the two Institutions named above. 

(c) The Constitutions of the Indian Standards Institution and the Indian 
Society for Quality Control will explain the structure and function of the two orga¬ 
nisations mentioned above. 

Question 70. Do you think that the obligations should be embodied in the relevant 
statutes dealing with protected or assisted industries or be left to be prescribed 
by the tariff-making machinery on an ad hoc basis, in each individual case of 
an industry seeking protection of assistance ? 

It is not necessary to incorporate obligations of protected industries in statute. 

Question 71. (a) Do you consider that any special administrative machinery is ne¬ 
cessary to ensure that these obligations of protected and assisted industries are 
duly discharged ? If so, what form of administrative machinery would you 
suggest ? 

(b) Or, would you prefer that this function should be entrusted to a special wing 
of the tariff-making machinery or of any other existing organisation ? 

(c) Or, do you think that it will be necessary or desirable for Government to be 
represented on the management of protected or assisted industries in order to 
ensure that these obligations are carried out in the spirit in which they are con¬ 
ceived ? 

(a) The Association do not think it necessary that any special administrative 
body is required for the purpose. The Tariff Board should be able to keep watch. 

(b) The Association would very much welcome the addition of a special wing 
of inspection with the permanent Tariff Board. 

(c) No, there is no necessity for Government association with the management 
of protected industries. 


SECTION H 

Organisation, methods ahid procedure. 

■ Question 72. In the light of your replies do you consider that the existing administra¬ 
tive organisations will be adequate to deal with the problems of implementa¬ 
tion that may arise out of Government's acceptance of a comprehensive policy 
as regards (i) fiscal measures and (ii) non-fiscal measures. 

The Association do not consider that the existing organisations will be able to 
deal with the problems of implementation that may arise out of Government’s 
acceptance of a comprehensive policy as regards (i) fiscal and (ii) non-fiscal mea¬ 
sures. At present the Ministry of Commerce is, in the main, responsible for pro¬ 
tection matters. It is assisted in its work by (i) the Tariff Board (ii) Departmental 
Committee which scrutinises the applications for protection and the recommenda¬ 
tions of the Tariff Board (iii) The Customs Department which carries out the func¬ 
tion of ascer taining and collecting duties. The Ministry has no department for 
-administering the non-fiscal measures properly. 
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•Question 73. If not, what organisational changes would you propose in the existing 
machinery of Government dealing with these subjects ? 

The suggestions of the Association in regard to the creation of adequate and 
necessary machinery are as follows :— 

(i) The present ad hoc Tariff Board should be replaced by a permanent one 

created by Statute with necessary statutory powers to translate 
the intentions of the State, in regard to rapid industrialization of the 
country, into action. From the amount of work done by the present 
Tariff Board during the last four years it would appear that the work of 
the Board is of varied nature and quite heavy in volume. It would, 
therefore, be necessary to enlarge the composition of the permanent 
Tariff Board. At present the Tariff Board does not have sufficient 
technical assistance and experience. In so far as engineering in¬ 
dustries are concerned the Association would very strongly < recom¬ 
mend that the Board should be empowered and obliged to co-opt a 
member for each industry having sufficient knowledge about the 
industry concerned. It is the experience of the Association that 
the work of the Tariff Board has been greatly hampered because of 
the absence of expert technical knowledge available to it. 

(ii) There should be a specialized Department of Tariffs attached with the 

Ministry of Commerce who should be charged with the work of looking 
after the work connected with protection. This Department should be 
in charge of a Joint Secretary. 

fiii) Similarly, there should be a full-fledged Secretariat attached with the 
Tariff Board for ■ keeping a watch over the affairs of the protected 
industries. 

(iv) In order to help the Customs authorities, an administrative Officer 

of the Ministry of Commerce solely in charge of the protection work 
should be attached to Collectors of Customs at the port towns. This 
officer in addition to helping the customs officials in regard to leviable 
duties, and decisions of the Government relating to protection 
matters, will help the industries about prices of imported products, 
wrongful entry of protected or prohibited commodities, and the like, 

(v) A printing press for the Tariff Board is very necessary. 

(vi) The Tariff Board should also have an Inspection Wing and a small de¬ 

partment of the Indian Standards Institution attached to it. 

Question 74. (a) It has been suggested that it might be necessary to set up one compre - 
hensive organisation (partaking of the nature of a Trade and Industrial 
Planning Commission) subdivided into suitable branches to deal with 
the planning and execution of various measures, relating to (i) tariffs, (ii) 
other fiscal measures, and (in) non-fiscal measures etc. Do you agree with 
Ms view ? 

(;6) If so, would you indicate the type of organisational chart that you have in 
mind. 

(a) & (b) The Association do not agree with the view for establishing a compre¬ 
hensive organisation like the Trade and Industrial Planning Commission. The 
Advisory function of the Tariff Board, the administrative part of the Ministry of 
Commerce should be treated separately in order to ensure efficiency and expert 
examination of the issues involved. 
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Question 75. (a) Alternatively, would you prefer a series of specialised organisations • 
dealing with these particular subjects ? 

( b) If so, how would you correlate the funciions of these administrative organisa¬ 
tions ? 

(a) The Association, would prefer a scries of specialised organisations dealing 
with these particular subjects. 

(b) The following chart will indicate how to correlate the functions of the 
various administrative organisations :— 

MINISTRY OF COMMERCE 


Tariff Fiscal Non-Fiscal 

Board. Seereta- Secretariat 

| riat. 


Secretariat. D e ptt. Tech- 
of nical 
Econ. Deptt 
& 

Statis¬ 
tics. 

Question 76. As a further alternative, would you favour only one Technical Organisa¬ 
tion dealing with Tariffs, leaving the other subjects to be dealt with by the 
different Ministries concerned more or less in the manner followed at present ? 

The present pattern with the changes described above should continue. 

Question 77. Whatever may be the structure of the planning and co-ordinating machinery 
that you may favour, do you agree that a specialised organisation for tariff 
purposes is essential to the impleme nta tion of a scientific tariff policy ? 

Yes, the Association agree. 

Question 78. If so, would you agree, with the recommendations of the Indian Fiscal 
Commission of 1921-22 that the Tariff Board or the Tariff Commission should 
be — 

(f) a permanent body of high standing. 

(ii) consisting of members who are of high ability, integrity, and impartiality, 
preferably with a knowledge of economic and a practical acquaintance with busi¬ 
ness affairs ? 

(Paras. 302, 309, Chapter XVII.) 

Have you got other views on the status and structure of an appropriate Tariff 
Board Commission ? 

(i) Yes. 

(ii) With the provision of co-option, of a, technical expert as a member of the 
Board, the Association would favour the recommendation of a Fiscal Commission of 

1921-22. 

Question 79. What, in your view, are the appropriate functions of a Tariff Board T 
Do you agree with the recommendations of the Indian Fiscal Commission of 
1921-22 on this subjects ? (Para. 306, Chapter XVII.) 

In the opinion of the Association, the functions of the Tariff Board should be 
widened. The Association agree with the recommendations of the Indian Fiscal 


Customs 

Depart¬ 

ment. 



Commission of 1921-22 in regard to the functions of a Tariff Board. In the opinion 
of the Association following, in the main, should be the functions which would de¬ 
volve upon the Tariff' Board :— 

(i) To investigate the claims of particular industries to protection and to 
make recommendations regarding the rate of protective duty or any 
alternative measures of assistance or both. 

^ii) To watch the effect of protective duties or other measures of assistance 
on industries ; to review periodically the results of such protection of 
each industry and to make recommendations when necessary for 
the modification or withdrawal of protection. 

(Hi) To investigate the relations between the rates of duty on raw materials, 
partly finished products and finished products ; to make recommenda¬ 
tions for adjustments in these rates, and to suggest solutions for 
conflicts of interests between different industries. 

fiv) To report which industries need assistance on the ground that they are 
essential for purposes of national defence, and in what manner such 
assistance can most conveniently be given. 

(v) To consider the effects of excise duties on Indian industries. 

(vi) To report on what commodities revenue export duties can safely be 

levied and at what rates. 

(vii) To consider the effects of ad valorem and specific duties and tariff valua¬ 

tions on various articles, and to make recommendations for any 
changes that may be desirable. 

<viii) To consider to which articles preferential rates of import in favour of 
the United Kingdom or any other country might be extended and what 
the preferential rates should be. 

(lx) To report on proposals for trade agreements with foreign countries. 

(x) To investigate questions in connection with the treatment of Indian 
products by foreign countries and the advisibility of taking any re¬ 
taliatory action in special cases. 

<xi) To investigate any complaints regarding combinations of manufacturers 
to the detriment of the Indian consumer and to make recommendations 
for any necessary action. 

(xii) To watch generally the effects of the tariff policy on the cost of living. 

<xiii) To study the tariff systems of other countries and report how far they 
affect Indian economy. 

(xiv) To report to the Government as and when required on the factors that 

lead to increase in the cost of production of Indian manufactured 
goods or imported articles. 

(xv) To advise Government as and when required of measures whereby 

initial protection may be secured in the most economic basis. 

(xvi) To enquire, as and when required by Government, iqto the cost of 

production of a commodity produced in the country and to determine 
its wholesale, retail or other prices, and to report on the same ; 

(xvii) To recommend to Government, as and when required, measures if 
necessary for the protection of India’s industries from dumping from 
abroad • 

1 M. of Com. 



(xviii) To undertake studies, as and when necessary, on the effects of ad 
valorem, and specific duties and tariff valuations on various articles and? 
the effects on tariff concessions granted to other countries; 

Question 80. Do you consider that the. existing functions of the present Indian Tariff 
Board as laid down in the Government of India Resolutions of November, 3, 
1915, November 26, 1947 and August 6, 1948 (summarised in the note to 
Section B) are adequate ? If not, what changes would you suggest ? 

Please refer to replies to question 79. 

Question 81. Do you consider that the present structure and organisation of the Tariff 
Board are adequate for the discharge of the duties entrusted to it ? 

The Association do not consider that the present structure and organisation 
of the Tariff Board are adequate for the discharge of their duties. In regard to 
the changes and modifications, please refer to replies to questions 72, 73, 74(a) and 
(b) and 75(a) and (b). 

Question 82. Do you think that the present procedure under which an industry's 

fitness for protection is considered only on application by that industry is sound T 
If not, how roould you like it to be modified ? 

The Association do not think that the present procedure under which an in 
dustry’s fitness for protection is considered only on application by that industry is 
sound. There is no doubt that, as a general rule, industries should apply for pro¬ 
tection but an application by an Industrial Association should also be sufficient 
ground for the Tariff Board to consider the claim of an industry provided facts 
and figures are available. 

Question 83. In any case, should the present procedure be modified so far as small 
and unorganised industries are concerned ? If so, in what direction ? 

In so far as the small scale and unorganised industries are concerned, in the opi¬ 
nion of the Association, non-fiscal measures would go a long way towards their 
development except in exceptional cases. At present these industries are not 
scientifically organised with the result that it is difficult for them to satisfy tho 
tests of the Tariff Board. 

Question 84. Where the procedure provides for an application for protection, should the 
application be addressed to Government or to the Tariff Board ? 

In the opinion of the Association, an industry should have the right to address 
its application to the Tariff Board direct who should be empowered to consider 
applications without interference from Government. 

Question 85. What modifications would you suggest in the present procedure to make 
it more expeditious ? 

The provision for tho Tariff Board receiving the applications direct and fixa¬ 
tion of a tiino limit would cut out much of the delay in tho present procedure. 

Question 86. Have you any improvement to suggest in the Tariff Board’s present 
working methods (including the procedure for public heatings) ? 

The Association feel that tho present working methods of the Tariff Board are 
quite satisfactory. The only suggestion which the Association would make regard¬ 
ing the place of the public hearings is that public enquiries should b’ held at 
concentration points and the representatives of the Industries should not be 
called to a fixed place as is being done at present. Moreover in regard to the 
jprjbiicity of the Tariff Board announcements, the Association suggest that some 
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better Method should be adopted because at present it sometimes happens that the 
Tariff Board’s announcements do not appear properly in the daily Press. 

Question 87. Do you consider that the Tariff Board’s recommendations should nor¬ 
mally be accepted by Government and implemented by it ? 

Yes, the Association consider that the Tariff Board’s recommendations should 
normally be accepted by Government and implemented by it without modifications 
unless very important and weighty reasons warrant otherwise. The Govemipent 
should publicise the reasons for rejecting the recommendations of the Tariff Board. 

Question 88. (a) Having regard to the nature of the duties and functions entrusted to the 
Tariff Board, do you consider that it should be placed on a statutory 
basis? 

(b) If so, should the statute lay down only the composition and functions 
of the Tariff Board or also include the general principles governing, 
tariff policy, the general procedure to be followed in tariff enquiries 
and the manner of enforcement of the obligations of protected or 
assisted industries? 

(c) To what extent would such statutory provisions militate agains t 
flexibility' 1 . How could the possible risk of rigidity in procedure and 
al ministration implicit in statutory provisions, be either eliminated 
or reduced? 

{a) Yes, the Association consider it necessary that the Tariff Board should he 
placed on a statutory basis. 

(b) The statute should lay down only the composition, and functions of the Tariff 
Board and the broad principles of procedure. The statute should not fetter the dis¬ 
cretion of the Tariff Board nor should it prescribe the general procedure to be followe/ 
in the Tariff enquiries and the manner of enforcement of the obligations of protected 
or assisted industries. 

(c) Please refer to reply to question 88 (6). 

Conclusion. 

We have now reached the last stage of the enquiry. In conclusion the Associa¬ 
tion would like to touch upon certain fundamentals which they believe would be 
necessary for rapid industrialisation which apply to the entire field of Indian indus¬ 
tries in general and to the Engineering industries in particular. These fundi mentals 
consist in :— 

(1) Adequacy of facilities for te&chnical education ; 

(2) Availability of raw materials such as iron and steel, non-ferrous metals 

and coal ; 

(3) Electric power at reasonable cost (4) Adequacy o,f transportation and (5 

Engineering and Management experience commonly known as “know¬ 
how”. 

The Association, at appropriate pleaces have emphasised the comparative searr-itv of 
technically trained men and it is necessary that facilities for technical education should 
be provided in order to fill this gap. The immediate bottleneck of industrialisation 
is the lack of trained technical personnel both in the administrative services of our 
Government and in the organisation of our industries. As industrials ion rogresses, 
the need for Government to have a trained staff of administrators wifhen, an gineering 
md industrial background will become obvious. Government contacts which 
ndustries have already increased and in the future economic set up of the country 
vt is understood, S-ate guidance will become very necessary. Government should 
therefore, consider whether the time is not ripe to create a new administrative service 
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economics, economic history, industrial psychology, cost recounting etc. would be 
included. As regards the lack of experts, managers, foremen and technicians to 
■operate our industries, the country looks to the philanthrophy and perspicacity of 
our industrial leaders. Further Government of India, while entering into contracts 
with foreign firms for the supply of materials to this couniry or fer industrial projects, 
should stipulate that Indie.n students will be trained by them. 

The shortage of basic raw materials like iron and steel and coal and coke has great¬ 
ly hampered the growth and development of Engineering industries and the Associa¬ 
tion feel that without adequate supply of these materials no amount of fiscal protec¬ 
tion would be able to make them stand on their legs. It has been the experience of 
the Association that protection granted to many of the engineering industries during 
the last four years could not be availed of to the full extent owing to the fact that most 
of them had to work below capacity for want of raw materials. 

Supply of cheap electric power is a great consideration for future development of 
Indian industries. The development of major industries will te helped greatly by 
cheap electric power and so will the survival of existing small industries and the es¬ 
tablishment of new ones. The Association strongly recommend the utilisation, of low 
grade Bengal and Bihar coal for power generation in two or three large power-houses 
located in the colliery area in collaboration with the Central Government, Government 
of Bihar and Bengal, the Railway Board and the existing large distributors of electric 
■energy in these areas with a view to seeking a practical solution of the difficulty of 
cheap electric power in these provinces through co-operative efforts. These power¬ 
houses will supply the necessary power for industries and agriculture as well as for 
the electrification of the railways within a range of 100 to 150 miles from Calcutta. 
There are various other advantages on which the Association need not dilate. 

In regard to the adequacy of transport facilities the Association have pointed 
cut in the course of their replies to Several questions that the development of trans¬ 
port facilities rail, road and river is very essential for the development of existing 
industries and for industrialising undeveloped regions of the country. The greatest 
need of the country to-day is for engineering and management experience widen as 
commonly called “know-how”. The Association greatly hope that the Government 
of India would try and fill this gap, for the rapid industrialisation of the country. 

In so far as the question, of finance is concerned the position at present is not very 
encouraging- The nerves of the risk taking entrepreneur class are benumbed to 
undertake any r.ew enterprise and its vitality is pressed out under the weight of ex¬ 
cessive taxation, labour legislation and Tribunal awards. It has been a matter of 
greater interest that in recent months Government have shown signs of being alive to 
this state of affairs and the Association hope that Government would take steps to 
remedy the defects in the present tax structure of the country. 

In regard to rationalisation, the Association would suggest to Government to 
depute an officer of necessary competence to study the question of rationalisation of 
Indian Industries and submit a preliminary report (which should not take more than 
four months) as regards the lines on which rationalisation of particular industries 
•should proceed. Not only will such a report be useful to Government as a supplement 
fo the larger study of future protection to Indian Industries but its publication will 
educate the public how far particular industries can help themselves, to a certain 
extent, by their own efforts, and it will also tend to exert a moral pressure on hesita¬ 
ting and temporising elements of the industries concerned to get together to undertake 
rationalising measures. The importance of rationalisation in planning is obvious. 
There s very little rationalisation in our industries at present and it tliis individualis¬ 
tic tendency persists in future, it will be a great drag on our planning and Government 
will have to iron out this tendency and by its direction and, control, induce the indus¬ 
tries concerned to get togethei for their own good. 
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16th December 1949. 

In continuation of our letter No. Eng/F-2/871, dated the 15th December 1949, 
I am directed by the Committee of the Engineering Associatic n of India to me ke cer¬ 
tain additional observations in regard to the fiscal policy of India. 

In so far as the protection of industries necessary for defence is concerned, the 
Association would strongly recommend that the Government of India shouW not 
impose any conditions for their protection as tfaey are needed for the eft ft nee of tk© 
country and they should be developed at all oosfta, It may be pQinted^ out tha^ m 
number of engineering industries supply military stores and, therefore, it it-viuryrwees- 
sary that their development should be fostered in the country. Just as Ordnance* 
Factories have to be maintained in spite of the fact that there may be no emergencies, 
similarly, some of the engineering industries which. are jr.Ut.td.fer defence have to bo 
developed and maintained in efficient condit ion. 

One v i y important pc int which the Association would like the Fiscal Commission 
to keep in n ind in regxrd to protection of industries is that protection granted by the 
Tariff Board should not be nullified by actions of other Ministries of the Government. 
For instance, experience shows that in certain eases as soon as Government have) 
enacted legislation for protecting certain industries, Railways have increased them 
freight rates or that labour charges have been increased on'account of interference 
by the State through adjudication awards. The Association strongly feel that the pro¬ 
tection to an industry should be effective protection if its development has not to be 
retarded. Similarly, the Association wish to state that the result of any protection 
Government may give, coupled with an Exchange Policy to safeguard Indian 
industries ageinst foreign competition, should not bo neutralised by its Taxation 
Policy which tends to deprive Indian industries if the recessfry rcsoives to buy 
up-to-date new machinery for their expansion progu n me ard to replace obsolete 
machinery. Tl.o present Taxation Policy clces not give much scope for building up 
such reserves, and after the war it requires urgent consideration of Government to 
provide facilities for Ihese industries to hr ill', t )> such suitable Hfencs. Ce.vein- 
ment should also a: sist in the ii.dusfrii lisation of the country by encouraging replace¬ 
ment of obsolete machinery by allowing more gen roes obsolescence allowance under 
the Inoome-tax Act than they do at present. 

In the end the Association would like to draw the attention of the Fiscal Com¬ 
mission to some of the economic effects of the partition w hie h have the ir direct tear¬ 
ing on the task of the Fiscal Commission. Seme of the economic effects of th« par¬ 
tition which require the attention of the Fiscal Commission tic given l clow — 

(а) At one stroke, India has been deprived of her natural strategic frontiers in 

the West and North-West, entailing greater military expenditure than 
befi re the Partition in guarding the unnatural frontiers created by" 
Partition and thus curtailing the fund available for nation-building 
purposes. Fc>ar of military insecurity added to inadequacy of our 
Navy and Air Force cause s distant tremors in business confidence re¬ 
garding cur industrial future*. 

(б) The univturel long border lines between Pakistan and India arc becoming 

the life lines of smugglers’ trade which evades the customs impost and 
disrupts the normal legal channels of business. We know how much 
wheat and tea are being smuggled across the border of Eastern and 
Western Punjab. 

(c) By depriving India of the surplus wheat etc., of the Punjab, it has added 

to our expenditure of dollars for the import of additional food. 

(d) After the Partition our railway transport, inadequate as it was, has been 

further deranged and slowed down to the great injury of our industry 
and trade, by the opting for Pakistan of the Moslem personnel of tb© 
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running staff and repair shops of our railways and by the Karachi 
Port and the North Western Railway not being available for foreign 
, ships bringing imports for Northern India which have now to be divert¬ 
ed to the Port of Bombay and routed from there for Northern India 
through the already over-congested G.I.P.Ry. and B.B.C.I.Ry. 

( e ) Our Shipping Industry has been hit by the deprivation of the facilities 
previously enjoyed at the Ports of Karachi and Chittagong and by the 
serious congestion at the Bombay Port owing to the diversion to Bom¬ 
bay of imports for Northern India previously landed at Karachi, which 
means great delays in getting berths and consequent heavy expenses 
on demurrage so much so that foreign companies whose ships touch 
Bombay have increased their freight rates. 

(/) If we deduct from the value of refugee property left by Hindus and Sikhs 
in Western Punjab the value of the property left by Moslems in India, 
the loss to India would total up to a colossal sum. 

( g) The withdrawal of deposits from Indian banks operating in Pakistan both 

by Pakistanis and also by Indians who left Pakistan and the loss suffered 
by these Banks in bad debts would amount to more than 10 crores. 

(h) The insistence of the Pakistan Government that Indian Insurance Com¬ 

panies operating in Pakistan should cover 100% of their business in 
Pakistan by Pakistan securities has practically lost to India Insurance 
business in Pakistan though recently the restriction of 100% is reduc¬ 
ed to 50%. 

(i) Previous calculations made by the Tariff Board of the amount of protection 

necessary to make undivided India self-sufficient as regards particular 
industries have now to be revised because in the smaller post-partition 
India some protected industries may have reached self-sufficiency and 
protection given to them would have to be reduced. 

(j) The scope of the Tariff Board to help Indian industries by protective 

duties is, so to s>y, reduced, because 9 crores who were previously 
Indians are now Pakistanis and they need not buy from India. 

( 1c ) Pakistan creates another problem for the Tariff Board in making protective 
duties ineffective in India under certain contingencies. The difference 
between the import duty in India and in Pakistan should not be very 
/ great. Otherwise smuggling will come into operation. Suppose on a 

certain article, Pakistan's import duty is 20% but Indian duty is 60% 
in such a case the temptation to import the article in Pakistan and 
smuggle it into India would be considerable. 

(1) Our future gains from Tourist traffic would be affected by the fact that two 
of the important show places Darjeeling and Kashmir (if Kashmir 
remains with India) have to be reached through Pakistan territory 
with the consequent inconvenience and harassment to tourists. 

(in) Undivided India would have been better served as regards it? air transport 
by fewer air service companies than exist today in the two Dominions. 
The multiplicity of air services in the two Dominions among other 
causes have tended to reduce the working of all air companies to an 
unprofitable state and both in Pakistan and India some companies are 
on the verge of closing down. 

(n) The precipitate decline in the share values in our stock-exchange and the 
drying up of the investment money is partly due to the difficulties of the 
rich refugees from the Punjab who had obviously to cash what shares 
and securities they had to meet the new conditions. These rich mer¬ 
chants and Zamindars of the Punjab were one of the main supporters 



85 


of new investments. They are no more. The yearly lo: s of income 
of these unfortunate merchants and Zamindera is calculated at 10 
cromt (>f rupees. 

(o) Antimony is an important metal for alloying purposes in the steel industry. 
Chiti al antimony ore was previously reduced and antimony made from 
it by the Star Refining Co., of Bombay which has now to import its ore 
from Bolivia. Baluchistan chrome ore is an important raw material 
for the steel industry. Being far away from the centres of steel 
industry in East India, it was never used before the Partition by the 
Indian Steel manufacturers. The loss of Baluchistan chrome ore will 
be only felt by India when the present scattered sources of this ore near 
about the main Steel Works and in the Mysore State are exhausted. 
Pakistan at present buys Indian Steel because it is about Rs. 100 cheaper 
than steel from Europe or America. Ultimately when normal times 
return, it seems Western Pakistan will be a great centre of re-rolling 
industry, rolling from imported billets and to that extent Indian Stee'. 
Industry will suffer, when with two now Steel Works set up by the State, 
there is a surplus capacity for export in India, especially 7 if the coastal 
freight from Calcutta to Karachi tends to be higher than the freight 
from U.K. or continent to Karachi. 

i(p) Coal—-60,000 tons per month is required for the N.W. Railway and 40,000 
for the East Bengal Railway apart from civilian uses. The N.W. Rail¬ 
way received in 1948, 26,985 tons from U.S.A. and 35,421 from U.K. 
The East Bengal Railway received 7.563 tons from the U.K. Thi8 
shows how our market for coal will tend to be adversely affected by Par¬ 
tition when normal times return and South Africa also compete in the 
Pakistan market. 

( q) As export to Pakistan from Western countries and Japan revives and nor¬ 
malcy returns the large group of miscellaneous industries in India that 
either grew up or developed during the last war, manufacturing sewing 
machines, radios, batteries, non-ferrous materials and alloys, steel 
furniture, machine tools, tool steel, electric lamps etc., will experience 
a grievous loss of market in Pakistan which will naturally buy in the 
cheapest market. 


CalcuUa September , 24, 1949 

Fiscal Policy in relation to Havana Charier on Trade and Employment and the General 
Agreement on Tariffs and Trade- 

In reply to your letter No. l-Fis;A(5)/49, dated the 25th June with nhich the 
General Questionnaire on Fiscal Policy has been issued by the Fiscal Commission, I 
am directed by the Committee of the Engineering Association of India to express 
their views on Part II of the Questionnaire relating to Fiscal Policy in relation to 
Havana Charter on Trade and Employment and General Agreements on Tariffs and 
Trade as under :— 


General 

Before attempting detailed replies the Association would like to give a brief 
resume of the history of the negotiations that led to the Havana C.hnrter on Trade and 
Employ'ment and the General Agreement on Tariffs and Trade. Towards the end of 
1945 the United States Government circularised for consideration by the peoples of 
the world a document called “Proposals for Expansion of World Trade and employ¬ 
ment”. International economic co-operation which had, by then, already taken some 
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concrete form in the establishment of such international bodies as the F.A.O., I.M.F. 
and the I.B.R.D;, was sought to be reinforced by fin'ther measures dealing with trade 
barriers and discriminations. The proposal * contained a strong plea for a concerted 
effort to release trade from the various restrictions imposed on it during the inter-war 
years with a view to securing the expansion of world trade on a multilateral basis and 
through it increased employment all over the world. Since this objective required, 
that national policies in respect of International Trade and Employment should 
be in line with each other, it was proposed that an International Trade Organisation. 
(I.T.O.) should be set up, through which member nations could promote national and 
international action to fulfil this purpose. 

Following the proposals of the U.S. Government, conferences on trade and em¬ 
ployment at international level were held in London, Geneva, and Havana between. 
1946 and 1948, and the deliberations of these conferences resulted in the following 
two documents:— 

(1) General Agreement on Tariffs and Trade (with a Protocal of Provisional! 

Application), and 

(2) the Havana Charter for an International Trade Organisation. 

0. A. T. T .—Following the lead given by the L T . S. Government negotiations 
were initiated at Geneva on April 10, 1947 by 23 countries (including India) sharing 
among them approximately 70 per cent, of the export and import trade of the world 
for substantial reducation of tariffs and other trade barriers and elimination of pre¬ 
ferences on a reciprocal and mutually advantageous basis. These negotiations which 
ended on October 30,1947, resulted in the framing of the General Agreement on 
Tariffs and Trade. 

The text of the Agreement consists of three parts :— 

Part I provides for general most favoured-nation treatment, and deals with tariff 
concessions set forth in the schedules to the Agreement; Part II reproduces such com¬ 
mercial policy provisions of the Draft Charter adopted at Geneva as are necessary to 
safeguard the value of the tariff concessions ; and Part III deals u ith tarritorial appli¬ 
cation, customs unions, and matters peculiar to the Agreement itself such as accep¬ 
tance, modifications, amendment and accession. 

So far as India is concerned, negotiations were conducted with 15 countries and 
the concessions exchanged took the form of reduction in customs duties, reduction in 
preferential margins and binding of existing truiff treatment against future increase. 
They covered 12 items of export from India and 13 items of import into India. In 
offering concessions India adhered to three main principles :— 

(1) Concessions arc to be demonstrably in the interest of national economy, or 

at least not injurious to it. 

(2) They should not relate to products which are protected or which might 

claim protection during the next three years. 

(3) They should not result in excessive loss of revenue. 

Some of the provisions of the Agreement were initially unacceptable to India. 
These were subsequent ly modified. As a result certain deviations from the principles 
of most-favoured-nations treatment are now permissible so that India can maintain 
her present sanctions against South Africa, and India and Pakistan can grant 
concessions to each other without extending them to other countires. Similarly 
although import restrictions can be used for protective purposes only with the prior appro- 
valof the contracting parties to the agreement, it has been provided that such approval 
will be automatically given whenever the restrictions aTe designed to protect Indus¬ 
trie; established during the period from 1st January, 1939 to 24th March, 1948, or are 
found to be necessary, to protect industries engaged in the processing of domestic fitw 
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material or of the bye-products of domestic industries. Besides, permission has also 
been given to the use of quantitative restrictions on balance of payment groundB. 

The Protocol of Provisional Application was signed on behalf of India on the 8th 
June, 1948, and the Agreement came into effect provisionally 30 days after on the 9th. 
July, 1948. 

The Agreement is open to revision or termination after the end of December,. 

1950 . 


Havana Charter 

The Havana Charter was signed on the 24th March 1948, by 58 nations. It is a. 
document which prescribes code of behaviour in international trading relations and 
provides for the formation of an International Trade Organisation as a new specialised 
agency of the United Nations. The aims of the Organisation are to promote the 
expansion of International Trade by fostering the increase of production and employ¬ 
ment and by encouraging the economic development of the backward areas. It seta 
forth a series of international commitments with respect to national economic policiea 
regarding tariffs, trade restrictions, quotas, exchange controls, preferences, Btate 
trading subsidies, inter-Governmental Commodity Agreements, the international 
aspects of domestic employment policies, economic development and internal 
investments. 

The Charter consists of 9 chapters (106 articles) which set out the specific obliga¬ 
tions and immunities of a member in respect of international trade and tariff and 
other associated matters (such as production and employment). 

It provides for, and facilitates, international investment for economic develop¬ 
ment and reconstruction, permitting at the same time such safeguards as may bo 
necessary'to ensure that foreign investment docs not lead to interference with inter¬ 
nal affairs or national policies. 

It recognises the need for Government assistance to economic development and 
reconstruction in the form of protective measures, and while discouraging unwise use 
of such measures, permits its application, in certain cases, by negotiations with mem¬ 
ber affected, and in others, with prior approval of the I.T.O. This approval, 
howover, is made automatic in respect of certain specified industries such as those 
which were established between January 1,1939, and the date of the Charter, or those 
which are devoted to the processing indigenous primary commodities. 

The Charier further recognises that special circumstances may justify new preferen¬ 
tial agreements between tivo or more members. Such proposals need I. T. O's approval btp 
a 2/-1rds majority (of the members present and voting). Approval however is made 
automatic if the proposed preferential agreement fulfils certain slated criteria or condi¬ 
tions .such as, contiguity of the contracting parties or their belonging to the same economic- 
region, or the assurance of a sound and adequate market. 

The Charter lays down a Commercial Policy covering questions of tariffs and pre¬ 
ferences. It deals intcr-alia with the application of general most-favoured-nation 
treatment, reduction of tariffs and elimination of preferences as well as quantitative 
restrictions. The basic Vale on quantitative restrictions is that they are prohibited. 
But there are specific exceptions relating to (1) the preventing or relieving of critical, 
shortage of foodstuffs (2) internal control schemes to safeguard agriculture and fishery 
products and (3) balance of payment difficulty. Quantitative restrictions when al¬ 
lowed, are to be used in all general cases in a non-discriminatory manner. 

After giving a short history of the Havana Charter and the General Agreement, 
the Association give below' their replies to the various questions raised by the Com- 
toission. 
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Question 89 :—Do you approve of the basic purpose and objectives underlying the Havana 
Charier on Trade and Employment ? 

Objectives 

Article 1 of the Charter gives the purpose and objectives as follows 

(1) To assure a large and steadily growing volume of real income and effective 
demand, to increase the production, consumption, and exchange of 
goods and thus to contribute to a balanced and expanding world 
economy. 

.(2) To foster and assist industrial and general economic development particular 
ly of those countries which are still in the early stages of industrial de¬ 
velopment and to encourage the international flow of capital for pro¬ 
ductive investment. 

(3) To further the enjoyment by all countries, on equal terms, of access to the 

markets, products, and productive facilities which are needed for their 
economic prosperity and development. 

(4) To promote on a reciprocal and mutually advantageous basis the reduction 

of tariffs and other barriers to trade and the elimination of discrimina¬ 
tory treatment in international commerce. 

’(5) To enable countries, by increasing the opportunities for their trade and 
economic development, to abstain from measures which would disrupt 
world commerce, reduce, productive employment or retard economic 
progress. 

(6) To facilitate, through the promotion of mutual understanding, consultation 
and co-operation, the solution of problems relating to international trade 
in the fields of employment, economic development, commercial policy, 
business practices and commodity policy. 

Thus, set forth, the purpose and the objectives of the Charter are laudable 
but the underlying idea through all these objectives is tbe promotion of international 
trade which the Association feel can be of advantage, at the moment, only to highly 
industrialised countries, The Association, in general, approve of the basic purpose 
and objectives but are constrained to state that co-operation of this sort is only 
possible in a world where, all the contracting parties are placed on, more or less, the 
same footing. The economics of the highly industrialised countries compel those 
countries to adopt a policy whereby they can export their finished products and get 
sufficient raw material and food lor their people and industries. In strong contrast to 
this, for a country like India, which we make bold to state, bas just entered an era 
of industrial development the national interests demand that the indigenous industries 
should be sufficiently developed in order to create a balanced economy in the country. 
India is a country where about 7- r > per cent of the population still depends upon ag¬ 
riculture. and the industrial population is still a microscopic minority ol ti e entire 
population. The need oi transferring more people from the field to the factory has 
been persistent for long but on account of industrial and commercial policies 
which the country had had to adopt under an alien .rule did not allow her to develop 
her industries fully and bring about an equilibrium in her economy. 

The Havana Charter has been envisaged, perhaps, as a result of the growing res¬ 
trictions that were imposed by the Continental countries during the inter-war period. 
The Havana Charter aims at the removal of these restrictions primarily in order to 
help the development of world trade. The economics of free trade versus protection 
has been sufficiently discussed during the last three decades or so and the Association 
do not think that, at present, India is in a position to subscribe to the tenets of a free 
trade policy. When a country embarks on industrialisation, it has to utilise its raw 
material resources and appropriate them to the best advantage and in so doing has to 
bring about restrictions on the inflow of such goods as begin to be manufactured in the 
country. This becomes necessary in the initial stages in order to give breathing scope 
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to its nascent industries. The entire industrial history of the United States, the 
United Kingdom, and oth>r highly industraialised countries is full of such restrictions 
and rigorous measures which they had to adopt to protect their industries. 

Questions 90 & 91:—Do you consider the provisions and safeguards laid down in the 
Charter for the economic development and reconstruction of backward and under¬ 
developed countries are adequate for the requirements of India ? 

If not, to what extent do you think these provisions and safeguards fall short of India's 
minimum requirements ? Please illustrate your reply with facts drawn from your 
knowledge or experience. 

Employment <& Economic Activity 

The provisions and safeguards laid down in the Charter in Chapter II are not 
adequate to meet the requirements for the economic development of an under-deve¬ 
loped country like ours. In Chapter II of the Charter Article 3 it has been provided 
that: 

“measures to sustain employment, production and demand shall be consistent 
with the other objectives and provisions of this Charter. Members shall 
seek to avoid measures which would have the effect of creating balance of 
payments difficulties for other countries ”. 

The Association do not understand how India can assure that any measure she 
takes to correct her unbalanced economy will not result in creating difficulties for other 
countries. No country to-day discloses its assets and liabilities position to 
another country nor is any country in a position to foresee what the position is 
likely to be after a certain period of time. For instance very recently, India had 
to overdraw on her own accounts and measures had to be hurriedly taken in 
the month of May in order to correct that position. When it is ' difficult 
in the case of one country, how much more difficult it would be if a country under 
international obligations were to be obliged to take such actions as would not dis¬ 
turb the balance of payment position for others. 

Article 6 of Chapter II provides : 

“the Organisation shall have regard in the exercise of its functions to the need 
of members to take action within the provisions of this Charter to safe¬ 
guard their economies against inflationary or deflationary pressure from 
abroad”. 

It i 3 not understood how the Organisation will be able to help in this direction. 
Monetary politics followed by different countries of the world have serious repercus¬ 
sions in ease there is infl \lionary or deflationary pressure. The economic history of 
India, i ; full of such injustices in the past when in order to discourage exports from 
and encourage imports into this country, other Governments had taken measures to 
bring about a fall in their prices. An international body of the type of the Interna¬ 
tional Trade Organisation, the Association believe, would not be equal to the task. 
In the economic sphere of to-day the more highly industrialised countries have the 
upperhand in dictating policies. For instance, it would be recalled that in order to 
maintain the price of wheat at a certain level, the American people used to burn their 
wheat so that the market supply may not be laiger. Similarly, a country like Ger¬ 
many after 1932 applied a stries of economic contir.’s in ordri to foster her trade. 
These are only instances of economic difficulties which the Association feel the Havana 
Charter cannot easily solve. 

As it has been elsewnerc pointed out, the Havana Charter aims principally a 
expansion of international trade and, therefore, it has thought of devising every means 
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so that international trade may expand. Article 7 under Chapter II provides for 
fair labour standards. It states : 

“Membeis recognise that unfair labour conditions, particularly in production 
for export, create difficulties in international trade and accordingly 
each member shall take whatever action may be appropriate to elimi¬ 
nate such conditions within its territory ”. 

There is no doubt that under the present conditions of the country India cannot afford 
to adopt internationp. 1 standards in the field of labour. During the last 20 years that- 
the cduritry has been a member of the International Labour Organisation, under¬ 
pressure or I.L.O. Conventions, she has been bringing out one labour legislation after 
another with the result that Indian industries have not been able to keep pace with, 
the growing labour legislation in the country. Labour costs have increased considera¬ 
bly and the country now is not in a position to go fuither in this direction. The- 
American businessmen know it for a fact that there are countries where cheaper labour 
makes it convenient for them to compete in international markets. Fuither, under 
the stress of the war American industries have so much developed that it is a matter 
e f great concern to them that they are able to export t^eir products to foreign coun¬ 
ties. It is for this reason that such provisions have been incorporated. 

Economic Development and Reconstruction 
Chapter III of the Havana Charter deals mainly with the economic development 
and reconstruction of under-developed and war-ravaged countires. Under Article II 
para. 1 (b) it has been provided that : 

“No member shall take unreasonable or unjustifiable action within its territory 
injurious to the rights and interests of nationals of other members in the 
enterprise, skill, capital, arts or technology which they have supplied”. 

Who will decide the question whether an action taken by a member is unreason¬ 
able or unjustifiable ? The International Trade Organisation, where highly indus¬ 
trialised powers will wield power, will be the ultimate dictator of its polic-ie s and under¬ 
developed countries like India, will be the hopeless spectators in this melodrama of 
international economics as they are in the field of politics. A country alone is able to 
decide what appropriate methods it should adopt if it has to encourage foreign in¬ 
vestment. The Association feel that an International Organisation will not he able 
to lay down conditions for employment of foreign investments. The Prime Minister 
of India has already made a statement on the country’s policy for foreign investments 
in the country and the Association feel that it is quite adequate. If foreign capital 
feels frightened simply because of fantastic apprehension of the future, the country 
cannot afford to risk its future by entrusting its policy to international dictation. 

Article 13 dealing with Governmental assistance tc the economic development 
and reconstruction is the most important so far is India is concerned. Article 13 (1) 
states : 

“They recognise that an unwise use of such measures (protective measuies) 
would impose undue burden on their own economies ar,d unwarranted 
restrictions on international trade and might increase unnecessarily 
the difficulties of adjustment for the economies of other countries”. 

Who will judge whether protective measures adopted by a country are being wisely 
used or otherwise. India is a country where many of the industries, specially in the 
field of engineering, have developed only recently and it is necessary for h' r to foster 
their development by taking suitable measures. The justice or injustice of such mea¬ 
sures cannot be left to be decided by others. 

Clause 4A of Article 13 states : 

“If.there should be an increase in imports of any product concerned, 

including products which can be directly substituted therefor which if 




continued would be so great as to jeopardise the establishment, deve¬ 
lopment or 1 construction of the industry tr branch of agriculture con¬ 
cerned and if no preventive measures consistent with the provisions 
of thi •; Charter can be found which seem likely to prove effective,the ap¬ 
plicant member after informing and when practicable consulting with 
the Organisation would adopt such other measures as the situation 
may requiie provided that such measures do not restiiet import more 
than necessary to off-set the increase in imports referred to in this 
sub-paragraph ; except in unusual circumstances such measures shall 
not reduce the imports below the level obtained in the most recent 
representative period preceding the date on whi h the member, 
initiated action.” 

This provision und.uly hampers the right of a member to develop its industries. 
Further, the phrase “such measures shall not reduce imports below the level obtaining 
in the most recent representative period” is a difficult provision which, from experience 
we find India cannot adopt because if this country were t-o' initiate any such 
measures, the most recent period would be 1946-47, 1947-48 and 1948-49 etc., when 
imports have been on a considerable scale and the country would not be justified in 
restricting imports to that level. For instance, the country imported electrical acces¬ 
sories in a single year valued at about one crore of rupees whereas the normal re- 
-quirements of the country at the present level of pri es would not be oven half that 
amount. Similarly, in ease of some other engineering industries imports have been 
quite huge and it is feared that the imports of the last 2 or 3 years may be sufficient 
for another two years. 

Further Clause 4 (b) of Article 13 states : 

“the Organisation shall determine as soon as practicable whether any such 
measures should be continued, discontinued or modified. It shall in 
any case be terminated as soon ab the Organisation determines that the 
negotiations are completed or discontinued 

This is a most unsatisfactory provision because the International Organisation can¬ 
not determine whether a country’s need has been fulfilled. It is the country itself 
that shall determine the time when such restrictive measures should cease. The 
Association do not approve of the procedure of prior approval. The Association are 
of opinion that a country should be fiee to resort to protective measures including 
quantitative restrictions on imports to fostei its plans of economic development and 
reconstruction. The Government should not abrogate the right to resort to protective 
measures and delegate it to an outside agency. India should have an unfettered 
right to grant protection to its industries and take necessary measures to permit the 
establishment of others. It has to be noted that protection is granted to an industry 
after detailed investigation by an expert body like the Tariff Board. After the re¬ 
commendations of the Tariff Board the Government of India carefully weigh the 
proa and cona of the recommendations and take decision. 

Another factor on which the Association would like to lay special emphasis is 
that of public prejudice in favour of foreign goods. Clause 4 (a) of Article 13 referred 
to above states that 

“if imports of any particular product would be so great as to jeopardise the 

development etc.of the industry ... .the member country 

after informing and when practicable consulting with the organisation 
adopt restrictive measures under certain limitations”, 

In this connection it may be noted that imports may do a gi eat damage to an indi¬ 
genous industry even when they are quantitatively not very large. In. India public 
mind is greatly prejudiced in favour of foreign goods. As long as foreign goods are 
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available, indigenous goods are treated at a discount. The Government should, there¬ 
fore, be at liberty to adopt measures, without outside interference, which may safe¬ 
guard local industry. 

The principle of prior approval, as incorporated in the provisions under Article 
13 relating to Quantitative Trade Restrictions and Economic development, was 
qualified at Geneva by the following two important provisions :— 

(1) that the proposed measure is unlikely to be more restrictive of international 

trade than any other practicable and reasonable measure permitted 
under the Charter, which could be imposed without any undue 
difficulty. 

(2) that quantitative restrictions may be adopted in anticipation of the con¬ 

currence of the Organisation. 

Further provisions have been introduced in tire Havana Charter, under which the 
organisation would have to give its approval if an under-developed country which 
proposes to apply quantitative restrictions can show that the industries it proposes 
to protect fall under one of the specified categories. 

General Assistance to Economic Development and Deconstruction. 

Chapter III is full of restrictions on actions which the Government can take in 
order to foster economic development. Clause 6 of Article 13 provides that a member 
has to 

“notify the Organisation and tc transmit to the Organisation a written state¬ 
ment of the considerations in suppoit of the adoption for a specified 
period of the proposed measure i elating to restriction of import and the 
Organisation will give permission if it is established that the measure,. 

(1) is designed to protect particular industry established between 1st January 

1939 and the date of this Charter which was protected during that 
period of its development by abnormal conditions arising out of the 
war, or 

(2) is designed to promote the establishment or development of a particular 

industry for the processing of an indigenous primary commodity,, 
when the external sales of such commodity, have been materially 
reduced as a result of new or increased restrictions imposed abroad ; 
or 

(3) is necessary in view of the possibilities and resources of the applicant 

Member to promote the establishment or development of a particular 
industry for the processing of a by-product of such industry which 
would otherwise be wasted, in order to achieve a fuller and more 
economic use of the applicant Member’s natural resources and man¬ 
power, and in the long run to raise the standard of' living within 
the territory of the applicant Member and is unlikely to have a harm¬ 
ful effect, in the long run, on international trade; or 

(4) is unlikely to be more restrictive of international trade than any other 

practicable and reasonable measure permitted under this Charter, 
which could be imposed without undue difficulty, and is the one most 
suitable for the purpose, having regard to the economics of the industry 
or branch of agriculture concerned and to the apphcant Members’ 
need for economic development or reconstruction.” 

From the above it would be clear that these conditions do not suit the needs 
of the country. With regard to sub-para 1 of clause 7(<?) which provides for import 
restrictions designed to protect industries established during the period from 1st 
January, 1939. to 24th March, 1948, the Association desire to point out that this' 



would not give relief to many Indian industries. It may be that an industry start¬ 
ed during this period was not protected. In such a case, measure for import restric¬ 
tion cannot be taken. Further a number of engineering industries were establish¬ 
ed before the World War II. Although the war gave them tremendous opportuni¬ 
ty for development, it cannot be said that they are strong enough to stand the full 
blast of foreign competition f*om highly organised, financially and technically sound 
foreign firms. For instance, Electric Fan Industry came into existence in the early 
thirties of the present century. Quantitative rastrictions in such a case may be no- 
cessary, as in the case of any other industry, which came into existence during the 
war period. The Steel Furniture Industry is another instance. This industry is 
well organised a d in quality and craftsmanship in manutaeture, it is second to none. 

It will thus be s?m that although an industry might have been established before 
1st January, 1039, it may require protection from Government on the same footing 
as any other industry established during the period of the war. Industries start¬ 
ed after 1948 are also out of consideration under this provision. 

Further, it is not clear as to what is meant by “processing of an indigenous 
primary commodity”. If we put widest possible construction, it will includo almost 
all the industries because all of them use indigenous raw materials, to a large extent, 
and the non-existence of such industries would mean that these resources would 
remain unutilised. What is very important in this connection to consider is that 
the I. T. O. shall concur in the proposed measure only whero the external sales of 
such primary commodities have be.en materially reduced as a result of new or increa¬ 
sed restrictions imposed abroad. This is a serious situation and the Association 
feel that the Government of India should not allow themselves to be swayed by 
any other considerations except the intrest of the Nation which would require 
t lat India must establish her own industries in order that the natural 
resources of the country are fully utilised and in order that her teeming millions 
are given adequate opportunity for gainful employment. Referring to condition 
(tit) it is not clear how' the country can ensure that the restriction of imports are 
unlikely to have a harmful effect on international trade. 

The above provisions of the Charter are subject to two important conditions- 
one of which is that : 

“the Organisation shall not concur in any measure under the provisions of 
(i),(ii) or (tit) above which is likely to cause serious prejudice to exports 
of a primary commodity on which the economy of another member 
country is largely dependent.” 

This is a very vague condition because no country in the world is such where we can 
say that the economy of a particular country is largely dependent on imports of a pri¬ 
mary commodity from another country. India, for instance, exports mica to foreign 
countries. Mica is a primary commodity but we cannot say that the economy of 
any country is largely dependent on mica alone. And, therefore, the Association 
feel that this condition may be interpreted narrowly with the result that the I. T. 
0. might construe that if the export of a commodity is seriously threatened because 
of developments elsewhere such a member country would not be allowed to protect 
her industries. India is one of those countries which have been exporters of raw 
materials during the last so many years. And if now the country were to decide 
to process her raw materials inside the country and protect such processing industries 
and if such an action results in the stoppage of exports of the primary commodity, 
the I. T. 0. will not give its consent. This is a grave situation and the Association 
think that our country is not in a position to undertake such obligations as imposed 
by the Charter. 

Further , under clause 7(6) of Article 13 it is provided that the 

“applicant Member shall apply any measure permitted under sub-paragraph 
(a) as to avoid unnecessary damage to the commercial or economic 
interest of any other Membor including interests under the provisions 
of Article 3 and 9.” 
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This provision is difficult to comply with and the Association feel that no cp ur) try 
can ensure the economic stability or commercial prosperity of another country. 

Strict adherence to these provisions would affect many of the industries of the 
•country. The Association feel that the case of each industry should be judged on 
its own merit irrespective of the date of its establishment. 

Again under paragraph 8 of Article 13 cases other than those falling under 
paragraph 1(a) have been examined. Here the Charter lays down that the Member 
country shall afford opportunity to other countries for consultation and inform 
the L T. O. about it. In the event of failure of mutual consultations the I. T. O. 
will initiate the discussions who will examine the objections received having regard 
to all the necessary conditions. International trade and standard of living of the 
applicant Member are tho overwhelming considerations which the I. T. O. propose 
to keep in mind. So far as the international trade is concerned, the Association 
have already expressed the view that its promotion is the condition of the existence 
of the highly industrialised countries. So far as the standard of living is concerned, 
highly industrialised countries never worried about the people of under-developed 
countries so far and now when political changes in South East Asia and in tho con¬ 
tinent of Europe have changed the course of economic development, the Western 
countries want to come to the rescue of the consumers by offering them foreign 
articles. 

Preferential Agreements 

The Association will now examine the provisions of Article 15 relating to pre¬ 
ferential agreements for economic development and reconstruction. Here the 
provision under clause 6(h) does not quite accord with the needs of India. Under 
this sub-paragraph it has been provided that if the proposed agreement is likely 
to cause substantial injury to the external trade of a Member country not party to 
the agreement, it shall inform interested members of its findings and shall require 
the members contemplating the conclusion of the agreement to enter into negotiations 
with that member. Further it has been provided that the I. T. O. will award com¬ 
pensation to the injured member in case of disagreement. Who will pay this com¬ 
pensation? Many of the smaller countries on the Continent are in a position to 
offer to India much needed capital goods and raw materials which are also available 
from other Western countries. If on account of considerations like lower price and 
■quicker deliveries etc., India were. W conclude an agreement with any one of these 
■countries, the interests of other countries are likely to suffer. The Association 
maintain that this is an obligation which the country cannot undertake. 

Question 92.—In particular, do you consider that the terms and conditions proposed in 
the Charter for (a) the continued employment of existing foreign capital 
and (b) new foreign investment art broadly in conformity with the require¬ 
ments of Indial 


Foreign Investment 

As regards international investment for economic development and reconstruc¬ 
tion Article 12 of tho Charter provides among others, that 

(1) The international flow of Capital will be stimulated to the extent that 

Members afford nationals of other countries, opportunities for invest¬ 
ment and security for existing and future investments. 

(2) to determine whether and to what extent and upon what terms it will 

allow future foreign investment. 

(3) to prescribe and give effect on just ownership of existing and future 

investments. 

(4) to preserve and give effect to other reasonable requirements with respect 

to existing and future investments. 
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(5) the interests of members whose nationals are in a position to provide 
capital for international investment and of members who desire to 
obtain the use of such capital to promote their economic development 
or reconstruction may be promoted if such Members enter into bila¬ 
teral or multi-lateral agreements relating to the opportunities and 
security for investment which the Members are prepared to offer 
and limitations which they are prepared to accept of the rights referred 
to in sub-paragraph (c). 

Clause 2 of Article 12 further provides that Members will undertake 

(») to provide reasonable opportunities for investments acceptable to them 
and adequate security for existing and future investments and 

(ii) to give due regard to the desirability of avoiding discrimination as between 
foreign investments. 

The Association are of opinion that foreign capital is necessary for establishing 
new industries and maintaining the existing industries in which foreign capital is 
already invested. The Association, therefore, fully endorse the views of the Prime 
Minister, Pandit Jawaharlal Nehru, who has a lready enunciated the policy in his 
announcement on the 6th April, 1949, when he indicated that the existing foreign 
investment would be free from any disci iminatory restrictions, that the facilities 
for remitting of piofits earned in India, would be continued and if any foreign enter¬ 
prise was compulsorily acquired, the compensation: would be paid on a fair and 
equitable basis. He further welc >med foreign capital in a constructive and co¬ 
operative role in the development of India’s economy. 

The policy enunciated by the Prime Minister, therefore, is in accord with the 
provisions of Article 12 of the Charter. The Association would, however, like to 
state clearly that foreign capital should not be allowed in those sectors of economy 
which are already developed. Foreign capital should be allowed only in those 
spheres of industry which are not yet developed and which required highly skilled 
technical knowledge and technique of production which are not available at present 
in the country. Engineering industry in all its branches is a technical industry in 
which foreign concerns, through years of technological experience and knowledge, 
organising ability, financial soundness, have acquired a stage of peifection in com¬ 
parison to which the newly established indigenous industries, with little technical 
■experience and inadequate financial resources stand no comparison. Jf there are 
two different kinds of concerns started on production in a particular sphere, tho 
principle of survival of the fittest will soon operate. The bigger firm, on account 
of superior competitive capacity, immeasurable larger financial resources and up-to- 
date knowledge of modern technique of production will soon drive out of existence 
the indigenous firm. 

The Association would, therefore, suggest that while all kinds of encouragement 
should be given to foreign capital, it should he allowed only in those spheres which 
are not yet developed and which require a lot of initiative and poineering effort 
and which foreign capital by virtue of its technical experience and organizing ability, 
is capable of undertaking. 

Subject to the observations made above, the Association consider that provi¬ 
sions and safeguards laid down in the Charter ere adequate for the requirements 
of India provided Government of India do not hesitate in takmg bold steps to safe¬ 
guard Indian industries. Much depends on the attitude of our own Government 
as to the question of developing indigenous resources and industries. It will bo 
recalled that Government spokesmen have given expression to the view that quan¬ 
titative restrictions cannot be used for protecting industries, which is certainly not 
the case in the context of our adverse trade balance and need for economic develop¬ 
ment. 


18 M. of Com. 
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Questions 93 <fc 94. — Are you in agreement with the broad lines of the commercial policy 
as set out in Chapter IV of the Havana Charter ? 

If not, would you elaborate your objections to those Articles of the Havana Charter 
hearing on commercial policy which you consider deterimental to the interest of 
our industry. Do your objections relate to the short or the lung period or to 
both l 


Commercial Policy 

The Association, are not in agreement with the broad lines of the commercial 
policy a u set out in Chapter IV of the Havana Charter. Article 16 para 1 lays down 
favou.ed nation treatment granted to one country to be applicable to all the member 
countries. It is not undeistood how ttiw can be possible. India, for instance has 
been drawing special advantages from the United Kingdom market in the matter 
of her imports and then f 're, it may 1 e necessary to give the most favoured nation 
treatment to the United Kingdc-m whereas another country which does not supply 
India’s needs may not get them. 

Reduction of Tariffs. —Article 17 lays down that : 

“each member shall upon the request of any other member cr members and 
subject to procedural arrangements estal lislud by the Organisation 
ontir into and carry out with such other member or me mix rs negotia¬ 
tions directed to the substantial reduction of the gencr„l levels of 
tanffsetc.” 

The Association feel that no country shoulel be under obligation to revise its tariffs 
simply becai se another member in order to develop its trade, wants it. Tariffs 
are raised for two purposes: (1) revenuo and (2) protective. If it is a protective 
duty the ques:ion of rev ision should not arise at all, if it is revenue duty, the consi¬ 
derations of revenue ; lone for a country should weigh. There fere, such a provision 
in the Havana Charter as puts an obligation upon a member country to carry on 
negotiations for revision of tariffs seems to be uncalled for. 

The provision in paragraph 4(b) regarding compulsion on a member to continue 
to give eonce s ions beyond a peried of 2 years is also not in the interest of the country. 
As a matti r c-f fact all the sub-clauses of this Artie lc place restrictions on c. member 
and the f. r-un< s of a country in the matter of international trade* should not be 
bound in this way. 

National Treatment of Internal Taxation —Article 18 relates to national treat¬ 
ment on int< rnc.l taxation and regulation. The provi. ions under this Artie le require 
that mum ml c r country will apj ly any regulations e tc., to imperte d j r< ducts which 
aie not applieal le to internal products. In India unfort uni tely the contrary is 
the case particul rly with regard to transport charges. India has bee n lc r the last 
so many ye; is, giving more favourable freight rates from pc'it towns to the interior 
with the re suit that ti.is policy has been favouring the move me at of imj orted goods 
to the pre judice of the local industry. The Association desire that such anomalies 
should not exist. 

Paragraph 8 (b) authorises a country to pay subsidies to the dc me si ic producers 
derived from the proceeds of the internal taxes or e barge's aj j l e e’, ec-i ,f it te ally w ill 
the provisi >ns of this Article aid subsidies effected tljciph Ce m ri mei.ta 
purchases and domestic products. This will mean that the- Ge-ve rune n.t carnet give 
subsidy to the local industry out of collectie>nB of irnpe rt dutii s le t it d on fore igi 
product. This, Association f.ol would not be conducive to tb< interest of the 
country. The Tariff Board had recommende d in 1 he- ct.se- <-f the* Mae Lire Too 
Industry, for i .stance-, that- out of 'hr jrocods from Tariff duties a certain sun 
xhonlel bo set apart for the de v lopme-nt of thus industry. Sue h actions wovId no 
he possible if Government of India were to be a party to the Havana Charter 
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Further, paragraph 9 of this Article places restrictions on Government’s power tc 
fix maximum control prices which the Charter regards as prejudicial to the interest 
of exporting countries. 


Cinematograph Films 

The provisions under Article 19 regarding special provbiens relating to the 
cinematograph films are rather interesting. The Association fed that tcis provision 
has been incorporated perhaps because of the fact that the exhibition of films builds 
up national character and it may be necessary for a country to put restrictions 
on the use of foreign films. Following this example, the Association world like 
to state that consumption of indigenous articles by the nationals of a country is 
necessary in order that tie prejudice in the public mind against indigenous articles 
in a country like India which has been habituated to the use of foreign products, 
may disappear. 


Quantitative Restrictions 

Article 20 deals with gereial elimination of quantitative restrictions. As a 
general rule it prohibits the imposition of restrictions of imports and exports and 
in so far as exports are concerned it permits prohibition in order to relieve critical 
shortage of foodstuffs or other products essenti.,1 to the exporting member country 
but it doss not give permission to prohibit impcitS'if an importing country is placed 
in similar situations. This is a serious lacuna in the Charter and the Association 
desire that the Commission should give its due consideration to this provi ion. 

The provisions of Art icle 20 are too rigorous in their application and the Associa¬ 
tion feel that the country should not be und- r an obligation to inform the I. T. O. 
regarding the imposition cf quantitative restrictions. 

Article 21 lelating to restrictions to safeguard the balance of payments position 
lays down two important conditions under par..graph 3(e) where i, is state t that 
members undertake (1) not ti apply restrictions so as to prevent unrea on bly the 
importation of any description of merchandise in minimum commerci. 1 quantities 
the ex lision of which would imp: ir regul. ,r channels of trade or restii tioi s which 
would prevent the imported i m of common i.l samples or prevent the imj ortation 
of such minimum quantities of products as may be necessary to obtain ar.d m a lain 
patent tm.de mark etc. This, the Association fed, is inconsistent with the provisions 
made iu paragraph I of Article 21 because m certain extreme circumstances it 
may be necessary to prohilit imports altogether and in that case regular channels 
of trade tre likely to be impaired. The soeon- condi,ion involve* an undertaking 
by a member to apply restiicticns in a way as would avoid urmecoss .rv damage to 
economic interests cf any othe r momb< r. Econ unit interests are likely to be affected 
and no sucb condi ion can be compli d wild. The import restrictions imposed by 
a member are likely to tell upon tlie econo mi s if ike experting count ids and the 
Associ .tier del that our country has to look to bs economy first. 

Article 22 deals with non-discriminatery admi i distion of quantitative restric¬ 
tions and para 1 lays down that any probibi ion or resuietion to be applied by any 
member will be applicable to all the member countii s. This may not be possible 
for our country. For instance, in case cf South Africa, Inch, is applp ing economic 
sanctions as a result of discriminatory policy fi llowccl by that country. This would 
be impossible if India were to ratify the Havana Chsiter. Paragraph 2 eie-.k with 
distribution of restrictive quota among various m< rubor countries and l .j.s down 
that, wherever practicable, quoW representing the total amount c-f permitted imports 
shall be fixed and notice given of their amount. Smh information is likely 
to disturb the price structure in both the imposing and exporting 
count ties because the price s may go up or may go down as the quota fixed may 
be high or low. It would, therefore, be necess, ry that dift rent countries 
keep this information strictly to themselves in order that the 
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internal economic structure may not be unduly disturbed. Moreover, under a 
system of private trading Jt is impossible for Governments to canalise imports 
from a particular country. Reference to imports of steel, for instance, for the last 
2/3 years will indicate that our pre-war sources for supply of this materi J are no 
moie available to us and, therefore, no quotas in favour of such suppliers can be 
maintained. Under the existing economic structure private parties take all tho 
trouble of finding out sources of supply and the Government come in the picture 
only after the negotiations have been completed. It would, therefore, be impossible 
for Government to fix quotas among different countries. Again paragraph 3(a) 
of Article 22 imposes obligations on a country to disclose quotas of imports allowed 
to different countries to each other. This is not practicable in actual practice 
because it is likely to antagonise feelings in case quotas of a particular country might 
be below their capacity or where a particular country looks for a definite market 
for its products in a particular country. Announcement by public notice of import 
quotas, imported quantities etc., is not feasible in the interest of a country’s 
economy. 


Subsidies 

Section C of Chapter IV deals with subsidies in general and requires a member 
country to disclose complete information to the I. T. 0. and other countries regard¬ 
ing its subsidisation policy. This the Association feel is not workable in practice 
because subsidy is granted for the purpose of enabling the local industry to get 
established or for the'purpose of encouraging exports in order to earn foreign ex¬ 
change or matters which primarily affect a country’s economy and the Association 
feel that any interference in this matter by an international organisation would 
not be conducive to national interest. The experience of the industry has been 
that some of the foreign countries have been subsidising their exports to say Indian 
market for a very long time in order to be able to compete and sell their product 
at a cheaper rate in this market. Similarly, if India were to follow suit which it 
may become necessary for her to do now that the country is free and is determined 
to industrialise and increase the standard of living of its people, such a policy 
would not be permitted. Such an action would not be possible if the country were 
to ratify the Charter. 

Export of Primary Commodities 

Then in regard to the special treatment of primary commodities, granting of 
subsidies for export purposes is strictly limited and severely interfere with the aspira¬ 
tions of the country to build up her export markets. For instance Article 2S in 
para 1 lays down that subsidies would not be granted for the maintenance or increase 
of export of any primary commodity so that a particular country may have more 
than an equitable share of world trade in that commodity. The I. T. O. has been 
given the function of determining the equitable share of every country in interna¬ 
tional trade. Such restrictions on the development of export trade would mean 
that a country can never aspire to change the pattern of its trade with a view to 
increasing its wealth. For instance India has so far been an exporter of primary 
commodities. But now her industries are developing fast and there may come a 
time when the country may have to take special measures to develop exports of 
certain processed commodities. This would not be possible because the provisons 
of the Havana Charter are very restrictive in their application. 

Stale Trading 

Section D deals with State trading and related matters. The Association feel 
that under the present conditions of mixed economy, a State Corporation may have 
to adopt special measures in matters of international trade. This would not be 
possible under the provisions of Article 29. 
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Restrictive Business Practices 

Chapter V of the Charter deals with restrictive business practices. Members 
have got the obligation to take appropriate measures to prevent business practices 
affecting international trade which restrain competition, limit access to markets 
etc. This commitment covers practices of private or public commercial enterprises 
possessing effective control of trade among a number of countries in one or more 
products. Members affected by restrictive business practices may request the 
I. T. O. to arrange for consultation or the members may submit written complaint 
for investigation by the I. T. 0. If the complaint prima facie has substance, the 
I. T. 0. will investigate the matter. The restrictive business practices have been 
defined as fixing prices, controls or conditions to be observed in dealing with others 
excluding enterprises from or allocating or dividing any territorial m irket or field 
of business activities or allocating customers; discriminating agamst particular 
enterprises. It may be noted from these that a country if it fixes prices of its pro¬ 
ducts which affects international trade, such an action would be called in question 
by the member countries affected and will form the subject matter c. complaint 
to the I. T. 0. 

For a country like India it may be necessary to promote, say, shipping industry 
by giving them special advantages by way of reserving to them work connected 
with our foreign trade. Similarly in the field of banking and insurance, Government 
assistance may be necessary and such actions of the Government will be subject 
of complaints. The Association feel that our country cannot afford to comply 
with this obligation 

Inter-Governmental Commodity Agreements 

Chapter VI of the Charter provides for Inter-Governmental Commodity Agree¬ 
ments in regard to primary commodities which have been defined as any products 
of farm, forest or fishery or any mineral in its natural form or which has undergone 
such processing as is customarily required to prepare it for marketing in substantial 
volume in international trade. This provision has been made because of the recog¬ 
nition that the conditions under which some primary commodities are produced, 
exchanged or consumed are such that international trade in these commodities may 
be affected by special difficulties such as the tendency towards persistent disequilib¬ 
rium between production and consumption, the accumulation of burdensome 
stocks, and prolonged fluctuations in prices. These agreements may be of two 
types: (a) Commodity Control Agreements and (b) other Inter-Governmental Commo¬ 
dity Agreements. The Commodity Control Agreement has been defined as an 
Inter-Governmental Agreement which involves :— 

(i) The regulation of production or the quantitative control of export or of 

a primary commodity and which has the purpose or might have the 
effect of reducing or preventing an increase in the production of or 
trade in that commodity, or 

(ii) the regulation of prices. 

Such agreement shall be designed to assure the availability of supplies adequate 
at all times for world demand at prices which are in keeping with the provisions of 
Article 57(C) and when practicable shall provide for measures designed to expand 
world consumption of the commodity. Such agreements shall make appropriate 
provision to afford increasing opportunities for satisfying national consumption 
and world market requirements from sources from which such requirements can be 
supplied in the most effective and economic manner due regard being had to the 
need for preventing serious economic and social dislocation and to the position of 
producing areas suffering from abnormal disabilities. 

India is interested in the above provisions in so far as they help her to ente 1 
into agreements in regard to primary commodities like sugar, tea, coffee, rubber> 
manganese, iron ore etc., it may be possible for India to arrange for stability of 
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pric3s of those commodities, but what is important to consider is that such 
agreements might adversely affect her interests in certain circumstances. For 
instance, if an international body were to expand the consumption of say. sugar 
and India may be asked to consume cheap Java sugar in place of Gnr, her industry 
would suffer. Therefore, the benefits from these provisions should be regarded as 
double edged because while in one case they might help some of India’s industries, 
they might act in other cases as deterrant to the development of other industries. 

The Charter, however, permits bilateral inter-Governmental agreements as 
well, but subject to the general obligations enjoined by the Havana Charter with 
the result that under bilateral inter-Governmental agreements member countries 
cannot resort to the exceptions such as export subsidisation, overall control etc- 
Therefore, the benefits accruing from bilateral trade agreements appear to be limited 
Under circumstances of restrictions imposed by the Charter. 


General Provisions 

Coming to Chapter IX which is the last Chapter in the Havana Charter and 
which deals with the general provisions relating to relations with non-members etc. 
the Charter does not prevent any member from maintaining economic relations with 
non-members, but does not allow a member to seek any arrangements with non- 
members for the purpose of obtaining for the trade of its country preferential treat¬ 
ment as compared with the treatment accorded to the trade of other member coun¬ 
tries or so to conduct its trade with non-member countries as to result in injury 
to other member countries. This is a very fantastic provision which has been made 
in tho Onarter inasmuch as it tries to establish a monopolistic control of international 
trade. Whereas, the basic purpose of the Charter is to expand international trade, 
create fellow feeling among the nations of the world, this provision militates against 
that spirit, in so far as agreements with non-member countries cause injury to trade 
of other member countries, the Association have nothing to say but even if it does 
not injury the interest of the other countries the Havana Charter prohibits a member 
country from getting any preferential treatment from a non-member coun.ry. 

Question 96 .—Ho you anticipate of our injurious effects on our trade and industry 
on account of our acceptance of the obligations of the Charter (i) in 
the short period and («) in the long run! 

In reply to questions 93 and 94 the Association have pointed out the injurious 
effects which adherence to the Charter is likely to bring to the trade and industry 
of the country. For a precise reply the Association would define short period as 
consisting of 3 to 5 years and long period of more than 5 years. The Association 
feel that the acceptance of the obligations of the Charter would be injurious to 
India’s interests in both the periods. The reasons for this feeling have already been 
explained in reply to questions 93 and 94. 

Question 96 .—On a careful balancing of pros and cons do you approve of India’s 
adherence to the Havana Charter and her consequent participation 
in the proposed International Trade Organisation 1 ? 

In case India becomes a party to the Havana Charter it is doubtful whether 
she would be able to pursue policies of vigorous economic development relatively 
unhampered by the obligations which the Charter seeks to impose. Even the escape 
clauses set up a number of obstacles that must be surmounted. There are so many 
conditions and criteria which have to be fulfilled and satisfied. In almost all cases 
I.T.O.’s permission has to be obtained. Even after this has been done, there are 
many other additional obligations which must be assumed. In the case of deve¬ 
lopment of other new industries through measures which are prohibited by the 
Charter India has to approach the International Trade Organisation Membership 
of the I.T.O. it would appear, will not be of much help to this country. There i s 
On doubt that if the Havana Charter comes into being India will be at a disadvantage 
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by not joining it, but the advantages to be secured from bilateral agreements would 
depend upon the terms which the contracting parties are able to secure whether 
they are within or without the I.T.O. The Association, therefore, feel that India 
should not adhere to the Havana Charter and consequently participate in the pro¬ 
posed International Trade Organisation. India should make a request to the United 
Nations that as an independent country she is an infant and has not so far been able 
to feel her way and know her position, that she should be given a little breathing 
time, say for the next five years, during which period she should have the unfet¬ 
tered right of developing her industries in the manner she thinks best and that the 
industrially advanced countries like the U.S.A. and the U.K. should undertake the 
•obligation of making India great industrially. The exigencies of the situation in the 
South East Asia require it and comparative inability of the Western powets to be 
of effective help in S.E. Asia demand that India should be made strong in order 
that she may act as a bulwark against the rising tide of communism in this part 
of the globe.J 

■Question 97.—If not, what would be the bread Jjnes cf commercial policy that you would 
adiocate fer India and particularly the fiscal measures that you recommend 
, for Government’s acceptance? 

From the foreign policy pursued by the country during the last two years 
and her independent career it would seem that the country is not in favour of joining 
any power block. Following this pattern of neutrality in political affairs, the Asso¬ 
ciation would recommend that in the economic sphere too the country should follow 
^relatively a free policy, a policy of neutrality, a policy which would enable her to 
secure tho most advantageous terms from the countries of the world with which 
/she has had her trading relations. 

The Association would recommend that the country should follow a policy of 
bilateral trade agreements for the next five years. She should have unquestioned 
right to restrict imports for the development of her industries if necessary. If the 
country finds that it is nocessary to subsidise production or export, she should 
have the power to do so. The Association suggests that Government of India should 
appoint a permanent Tariff' Commission whose functions should be m follows :— 

(i) To investigate the administration and fiscal and industrial effects of the 
customs laws of this country now in force, or which may be hereafter 
enacted, the relations between the rates of duty on raw materials 
and finished or partly finished products, the effect of ad valorem and 
specific duties, and compound specific and advalorem duties, all questions 
relating to the arrangement of schedules and classification of articles 
in the general schedules of the Customs laws, and in general to investi¬ 
gate the operations of Customs laws including their relation to the 
central revenue, their effect upon the industries and the labour of the 
country, and to submit reports df its investigations. 

(»*) The Tariff Commission shall put at the disposal of the President of India 
and Parliament whenever requested all information at its command 
and shall make such investigations and reports as may bo request¬ 
ed. 

.(ttt) The Commission should have power to investigate the tariff relations 
between India and foreign countries, commercial treaties, preferential 
provisions, economic alliances, the effect of export bounties and pre¬ 
ferential transportation rates, the volume of importations compared 
with domestic production and consumption, and conditions, causes 
and effects relating to competition of foreign industries with those of 
Jndia, including dumping and cost of production. 

It is understood that such a body is functioning in the United States of Am¬ 
erica and Australia and that the Government of India would be doing great good 
to the country if such a Commission is appointed. 
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It is very clear that the country has to adopt a policy of direct encouragement 
to Indian industries. U nlik e most other countries the Government of India wa* 
required till 1922 to adopt a policy of laiastz faire towards Indian industries. As 
a result of the investigations and report of the Fiscal Commission of 1922 a policy 
of discriminating protection was adopted by the Government. With the exception 
of England most of the countries of the world have followed a protectionist policy 
for several with the result (hat now their industries have been sufficiently developed 
and the Association feel that our country which is undeveloped should not bo asked 
to follow a suicidal policy with respect to her industries. 

The Indian Tariffs have always been a matter of great concern to the Western 
Countries who had India as the market for their products. The Association has 
already pointed out that the Western Countries are now trying the Havana Charter 
to keep the markets of the world free to their industries. This is a serious matter 
and the Association would wish to emphasise that Government of India do not fall- 
in line with their policy. 

In view of the importance of India in International trade, India must watch with 
care the effect of the movement in other countries regarding tariffs even as these 
other countries are w'atching the development in our tariff. The Havana Charter 
which aims at lower tariffs and removal of restriction on foreign trade does not 
meet the present needs of the country. 

The Commercial policy of the future must recognise reasonable national econo¬ 
mic requirements of the people of a country if it is to promote efficient and effective 
utilisation of the economic resources of the country. The history of modern econo¬ 
mic development shows that most the of advanced countries in attempts to re-organisa 
the structure of their industries have had to resort to protection for Bafe-guarding 
their industries against unfair foreign competition. 

Question 90A.—If you agree that India should adhere to the Charter and join the In¬ 
ternational Trade Organisation have you any views to express on a struc¬ 
ture and functions of the International Trade, Organisation ( b ) the pro¬ 
cedure laid for its working and (c) India’s position and status in the 
International Trade Organisation. 

In view of our recommendation not to ratify the Havana Charter, the question 
does not arise. 

Question 99.—Do you agree with the main principles underlying the General Agreement 
on Tariffs and Trade as laid down in Part I and Part II of the Agree¬ 
ment. If not, please detail your objections under specif c heads. 

Subject to the observations made in reply to question 90 the Association, 
agree with the main principles underlying the Geneva Agreement on tariffs and 
trade. 

Question 100.—Have you any comments to make on (a) the concessions granted by us 
to ether countries in respect of import into this country and (b) the con¬ 
cession received by us in respect of our export abroad. 

The principal commodities in respect of which India received direct concessions 
are jute and jute manufactures, cotton manufacture, cashew r -nuts, mica, shellac, 
coir mats and matting, sporting goods, carpets, spices and condiments, ossential 
oils and tea. 

Tho principal commodities in respect of which India has offered concession*, 
could be classified under the following heads :— 

(1) Food Items. 

(2) Chemical Drugs and Medicines. 

(3) Materials of Industrial Use. 

(4) Consumer goods. 
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A glance at the composition of food items will show, that besides various cereals 
which in many cases had to be allowed free of duty, India has imported items such ■ 
as bacon, ham, butter, milk, condensed or preserved, including cream, fresh apples, 
and pears, cheese, canned bacon, canned fish, canned meat, frozen meat, dehydrated 
vegetables, canned sardines, and pilchard, canned vegetable, canned asparagus, 
canned soup etc.on which a reduction of standard rates has been allowed. Be¬ 

sides many consumer goods have been imported which consist of items which may 
be called luxuries. This has meant a huge loss to India’s revenue. The Committee 
feel that in trade agreements which are being entered into by the Government of 
India under provisions of the Charter, attempt should be made firstly to discourage 
import of luxury goods and secondly if such imports become inevitable duty should 
not be reduced to such a level that they bring down the Government revenue on the 
one hand and encourage imports on the other. 

As regards concessions received by India, it has to be noticed that there are 
two items, namely raw jute and cotton in which a vital change has taken place since 
the partition of the country. India has now virtually to depend on Pakistan for 
the supply of raw jute and long staple cotton. India, therefore, stands to gain 
significantly nothing by way of concessions received from other countries on account 
of these two items which used to form the single main items of India’s export be¬ 
fore. 

The Association, therefore, feel that conclusions arrived at previously on the 
basis of the facts which do not exist now, do not hold good under the existing cir¬ 
cumstances. It would, therefore, bo desirable that the question is considered again 
in the light of the changed circumstances. 

Question 101 .—On a careful examination of these reciprocal concessions do you consider 
that the. provisions of the General Agreement on tariffs and trade 
have been on balance in the interest of India? If not, to what extent do 
you think these provisions have been at fault from India’s point of view? 

Please see answer to question 100. 

Question 102 .—Have you any comments to make on the actual working of the tariff 
concessions granted by India to other countries since. July , 1048. 

The Association have no statistical data to make any comments on the actual 
working of the tariff concessions granted by India to other countries. They would, 
however, point out that these concessions have not, in any way, conferred any special 
benefit to the Indian consumer because the articles of consumption have continued 
to be sold at a high rate in spite of the fact that the duties have been reduced. Si¬ 
milarly in regard to the stimulus to our exports as a result of the tariff concessions 
the Association find that our exports have not been encouraged either. The Go¬ 
vernment of India who have completed details with regard to these matters will be 
in a better position to explain. 

Question 103 .—Have ytu any business to think that the provisions of the General 
Agreement on tariffs and trade are not being worked by other contracting 
co untries in the spirit in which they were conceived ? If so, please illustrate 
your reply with examples drawn from your knowledge or experience. 

The Association has no information on the subject. 

Question 104 —Other things being equal would you or would you not favour the 
continuance of the tariff concessions granted by India to other countries 
beyond January 1, 1951 ? 
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Working of the tariff concessions granted by India should be studied for some 
time more before any conclusions should be- arrived at with regard to tlx ir future 
application. Very unfortunately the period, during whic h those concessions leave 
boon, working has been full of unexpected happenings in India's balance of payments 
position with the resil that the country has not been able to weigh properly the 
benefits to bo derived from such airangoments. 


Conclusion 

Since the I is cal Cominissiou issued tlx ir questionnaire during the last few days 
a momento’s change hast;ken 1 1 ce in the world economic conditions concerning 
the dev. 1 uati >n < f the pound and sterling 11 >e k. This has created a general unccr- 
t;.i tty t-hr lughout the world and Pakistan's action in not devaluing their currencv 
has add'd to the diffiml i s of the country. The Association desire to request the 
Fiscal Commission to advise the (love rnment that in view of the very uncci u in times, 
it would, be desir..1 le ft r them to ask the United Nations to defer this question. 
For sonn t ime, till nr r ■ stabili ed conditions re-appear and the worldJri general is 
in a position to consicle • this question. 


INDIAN NON-FERROUS METALS MANUFACTURERS’ ASSOCIATION, 

CALCUTTA 

I. Introduction 

I am directed by the Committee of the Indian Non-ferrous Metals Manufacturers’ 
Association to address you the following memorandum regarding certain of the 
questions contained in the Questionnaire issued by the Fisc;.1 Commission. In 
doing so, the Committee have been content with detailing the progress made by the 
Industry witldn the she rt p< ri- d of its existence and focussing Ihe Commission’s 
attention on proble ms wl .i< h are peculi; r to it, and which will highlight se me of the* 
requirements of a Fiscal Policy necessary for integrated industrial development. 

The Industry consists of:—(I) Tim miring and beneficialie>n of ore's, the smelt¬ 
ing of eone'entrates i'.r.d the refining of the smelted [roducts (2) the fabrication of 
semi-manufacture s like sheets, circles, stri] s, reds, extruded sections, etc., (3) the 
production of foils, cables, metallic powders, (4) the refining of secondary metals 
(5) the product ion of alloys; r.d castings. The manufacture of many items ine hiding 
machine ry parts, utensils. In rdwj.rc etc. although coming unde r nnothe r c 1 -ssification 
in the' industrial world depends for their raw materials on the non-ferrous metals 
industry. 


II. Development of the Indian Non-ferrous Metals Industry 

The important Non-ferrous Medals with which India is immec’i. tely concerned 
are Copper, Lead, Zinc, Antimony. Aluminium, Magnesium and Tin. Of these. 
India’s icsourees of Bauxite and Magnesite are big enough for the establishment of 
self-sufficient basic ii dustrics. Six' lias appreciable reserves of Copper Ore, and 
Lead Ore some of which are being worked while none at all of tin and but limited 
quantities of zinc*. The Antimony Refinery at Bombay which started during the 
war was based on the obtaining of ores from the property at Chiltr. 1, whieli has 
since fallen into Pakistan. The Re finery has therefore now become' dependent on 
imported ore either from Bolivia or from Burma, unless fresh prospecting and ex¬ 
ploration should reveal other workable deposits in the country as in the East Punjab. 
Lead production which is based on an estimate of 6,000 tons of refined metal per 
year nny also be possible of being increased with tuller prospecting of occurrence's 
such as in the CVntial Provinces and Central India while Jaipur, Mysore and 
Sikkim may yield additional workable resources of copper not yet known. 
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The present position of India in respect of different Virgin Metals as also of— 
manufactures and semi-manufactures may bo indicated roughly as below :— 


Virgin Metals 


Nanifl of the Metal 

Yearly total demands 

Yearly 

supplies 

from 

Indigenous 

Industry 

Remarks 


i 

2 

3 

4 



I. Copper 

51,000 tons. (This is lower 
than the 70,000 tons ac¬ 
cepted by the Tariff 
Board and is fixed having 
regard to the loss of cer¬ 
tain consuming markets 
to India.) 

7,000 

Nearly 44,000 tons will there¬ 
fore have to be treated as 
deficit, of which about 37,000 
tons may be imported in 
ingots, scrap, and wire bars, 
i.e. as raw metal. 

"2, Lead 

24,300 tons. (The estimate 
by the Tariff Board of 
15,000/18,000 tons has 
bts'n found to be on the 
low side due to further ex¬ 
pansion of the industry.) 

1,000 

The installed yearly capacity 
of tho Motal Corporation 
of India Ltd., is about 6,000 
tons but their present pro¬ 
duction is expected at about 
1,000 tons. 

3. Aluminium 

20.000 tons. 


The ingot capacity available 
at the momont between 
tho two Aluminium Com¬ 
panies at their poak is 
about 7,000 tons ; capable 
of expansion to 15,000 tons 
per year. For balance see 
under Semi-Mfrs. of Alumi¬ 
nium. 

4. Antimony . 

<100 tons .... 


The indigenous capacity is 
sufficient to moot tho total 
demand but tho restrictive 
factor bore is tho supply 
position in regard to oros. 
Since the loss of the mining 
property in Chittral ores 
have to be imported from 
Bolivia. 

5. Zinc 

48,000 tons. (The Tariff 
Board’s estimate was 
50.000/60,000 tone.) 

Nil. 

To be fully imported 


(The ubovo estimates <lo not take into account recovory from scrap and its consumption.) 
<8. Semi-manufactures 


(a) Copper and 50,000 tons 
brass sheets. 


50/55,000 
tons (Tariff 
Board’s 
estimate of 
15,000 tons 
has already 
been greatly 
exceeded). 


Nothing is required to be 
imported except special size 
of plates required for loco¬ 
motive manufacture and 
printing. 


fb) Hods of brass 
2,-Wt) tons and 
Copper includ¬ 
ing A rsenical 
and Extruded but 
excluding electro¬ 
lytic black copper 
rods. 


2,500 tons. (Tariff Board’s 
estimate was about 4,000 
tons which wo now feel 
was too high.) 


To be fully met from India, 
except a small percentage 
of special sections— the avail¬ 
able capacity of t he ext rusion 
pr>ss and othor rolling mills 
must be about 6,500 tons. 
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(c) Electrolytic, (20,000 tons at peak of the 

Bloch copper rods two cable companies de¬ 
mand. ) 

(d) Copper A Brass 

wire ( i) bare Cop¬ 
per wire. . 10,000 tons , 

(m) Central . 2,000 tons. 


30,000 

tons 


To be fully met from India 
except about 1,000 tons of 
special sections. The capa¬ 
city for bare copper wire- 
was put by the Tariff Board 
at 24,000 tons a year and 
of commercial wires at 4,000' 
tons a year. 


Electric cables. V.I.R, 
Winding wires — Cot¬ 
ton insulated. 


Enamelled wire. 
(B.S.S.) 

Other sections of 
brass A copper. 

Tin based alloys 
(White Metals and 
Solders). 

Brass, Bronzes, and, 
castings thereof 
(exchtding cast 
utensils.) 


Lead sheets 


Lead pipes 

Zinc sheets A Strips 


Aluminium sheets, 
for utensils. 
Aluminium foils 


Aluminium Powder 
Castings 

Central Engineering 
Rods for eables 


50 million, yds. 
200 tons. 

Small 
1,000 tons. 
7,000 tons. 

80,000 tons. 


1,000 tons. 

1.500 tons 

2.500 tons. 

15,000 tons. 


. Sufficient to meet full demand. 

. 300 There is no capacity for paper- 

tons insulated cables and Cambrio 

Cables, which have to be 
imported fully. 

100 tons, that is more than is sufficient to 
meet present demand. 

Bulk of it made in India. 

40,000 

tons. 

1,00,000 This will cover also the melting- 
tons. capacity required for the 

manufacture of brass and 1 
copper sheets, brass and 
copper rods and brass and 
copper wires and still leave 
a surplus. 

The full demand excepting sheets required 
in special sizes for the Chemical Industry 
is available within the country. 

Full demand to be met from country’s 
production. 

. 1,500 Strips for battery manufac- 

tons. turing and sheets for print¬ 

ing blocs to be imported. 

. 5,000/7,000 

tons. 


750 tons. (About 300 tons 
more of strips may be 
required for milk-bottle 
capsule foils and other 
miscellaneous job.) 

500 tons for paints. 

800 tons castings. 

2,000 tons. 

1,000 tons. 


(For the Tea Industry which is fully met 
from Indian production. Another 800 
tons came in from abroad, which should 
have gone into Chocolate wrapping. 
Cigarette wrapping, etc., and partly re¬ 
exported to Ceylon.) 


For use in A.C.S.R. Demand for A.C.S.R, 
cables fully met between the Nicco and 
M/s. Aluminium Industries Ltd. while 
rods will be supplied by M/s. National 
Rolling Mills Ltd., if Aluminium wire 
bars are received. Even at twice or 
thrice this demand, these units could' 
handle the same fully, as they are. 
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From the above account it will be clear that the Industry during the brief period, 
that it has been in existence, has established itself well remembering that it had to 
start mostly with improvised machinery when import channels for the supply of 
most metal manufactures and semi-manufactures as also,of capital equipments 
completely stopped during the war. The Industry gives employment to about 30,000 
persons, even at the i educed output at which it is working in certain of its branch¬ 
es. It distributes in wages approximately Rs. 1 crore, 9 lakhs a year. Its invalu¬ 
able importance as a key industry for the defence of the country was felt during 
the war since which time the Government of India committed itself to protecting 
and fostering it within the country. 


Ill, Assistance Now Available. 

The protective duties that are levied on different metal manufactures and semi¬ 
manufactures today are detailed below:— 

I. Copper and Lead, copper scrap, Duty free, 
lead ingots, lead scrap, zinc ingots 

slabs, blocks or bars and zinc scrap. 

.2. Tin, tin scrap, and tin plate scrap, Duty free. 

Nickel and Nickel scrap, Cobalt, 

Chromium, Tungsten, Magnesium, 

Mazak and Scrap of all other Non- 
ferrous Metals and Alloys. 

3. Brass ingots ... . . 10% Ad Valorem. 

4. Zinc & Lead sheets . . . 20% Ad Valorem. 

Lead sheets for tea chests . .30% Ad Valorem. 

5. Yellow metal alloys other than 30% Ad Valorem, 
brass, tin-solder, other white metal 

alloys type metal, Nickel alloys, 
manufactured goods such as Steam 
and Sanitary fittings. 

-6. Brass sheets .... 30% Ad Valorem. 

7. Tubes, Pipes & Sections of Brass Ditto. 

8. Tubes, strips and sections of lead Ditto. 

9. Bars hard-drawn or annealled Ditto. 

Electrolytic Copper wire and 

Cables A.C.S.R. 

10. Copper Sheets . . . 20% Ad Valorem on, British Manufactures 

and 36% Ad Valorem on Non-British 
Manufactures. 

II. Pipes & Tubes of Copper . . Ditto. 

12. Copper rods other than Electro- 35% Ad Valorem on British Manufactures 

lytic copper rods. and 45% Ad Valorem on Non-British 

Manufacture's. 

13. Rods & Wires of Brass . . 35% Ad Valorem. 

14. Electrolytic copper rods . . 25% Ad Valorem on British Manufactures 

and 30% on Non-British Manufactu¬ 
res. 

15. Rubber Insulated cables . . 1\%- 

16. Antimony .... 30% Ad Valorem duty on refined metal 

and 20% Ad Valorem on Crude Anti¬ 
mony. 
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17. Aluminium . . . . 30 % Ad Valorem duty plus a specific duty- 

on ingots, sheets, strips and circles. In 
the case of ingots Rs. 328/- per ton, 
237/- per ton, and Rs. 146/- pei ton 
during the years 1949-50, 1950-51 and 
1951-52 respectively and on sheets and 
strips and 'iiclcs, Rs. 121/- per ton, 
Rs. 46 per ton respectively for 1949-50 and 
1950-51 v i_li no specific duty at all on 
imports of sheets and strips and circles 
during 1951-52. Besides the above, the 
Indian Aluminium Co. and the Alumi¬ 
nium Corporation of India Ltd. have 
been granted subsidies as follows :— 

Indian Aluminium Co. Ltd :— 

Rs. 330/- per ton on all sheets and circles of the company during 1949-50. 

Rs. 230/- per ton. ,, „ „ „ „ ,, 1950-51. 

Rs. 130/- per ton. ,, „ „ „ „ „ 1951-52. 

The Aluminium Corporation of India Lid :— 

Rs. 710/- per ton on all sheets and circles of the company during 1949-50,. 

Rs. 610/- per ton. „ „ „ „ „ „ 1950-51. 

Rs. 510/- per ton. ,, „ ,, „ „ 1951-52. 

While on the ir Ingots it would be 900, 825, and 750 rupees per ton, during the 
respective years, the rates of duty and subsidy are base d on the landed cost ex-duty 
of aluminium ingots being Rs. 1,275/- per ton and of 20 guage ciicles being Rs. 2,614/- 
per ton and are liable to suitable adjustments if these prices should vary. The 
assistance is to be operative for three years and the subsidy is to be met out of the 
additional revenue that is expected to be realised from the enhanced duty that will 
be imposed on aluminium ingots, sheets, and circles. 

IY. Comparative duties in the U.S.A. & Australia 

The duties that are now proposed compare very favourably with most cf the 
protective duties enforced in countries like the U.S.A. and Australia end should 
by such standards be regarded as being low. The ran s of duty in the U.S. accord¬ 
ing to the Tariff Act of 1930 and the Trade Agreements worked out for copper to 
nearly 2 cents per lb. while, the corresponding duties on lord range from 3/4 cent per 
lb. in the metal to about 1-1/8 cent a lb., on items like sheets. Beside s the above, 
the United States usually has been protecting thee metal industry by the levy of an 
excise tax cf 4 cents a lb. on copper—reduced to 2 cents a lb. by the Geneva Trade 
Agreements and wl.ir-h is however now suspended until June 1950. Similarly the 
duty on Lead Ore, Concentrates and Pig Let,d h .s be e n suspended as also the duty on 
Aluminium, Magnesium and Zinc scrap as well as Zinc dioss ai:,d skimmings until 
June 30, 1950. During the wai i.e. from August 12, 1941 to the close ofW;.r, Ameri¬ 
can Copper prices were pegged by the Government at 12 cents per lb. d< live-red Con¬ 
necticut Valley with cost plus contracts arranged for all producers unable to meet 
this price. On February, 1942 the premium plan was inaugurated under which 
quotas were set for vaiious producers and 5 cents per lb. added to the 12 cents for all 
production exceeding the quota through a Government agency known as the Metals 
Reserves Company. Later an addidonel premium of 15 cents per lb. was added to 
the sin.ller mines. The over-all result of such measures has been that the ceiling 
for eoppor prices was m.intained at 12 cents per lb. but the aveiago price paid to 
Producers during 1942-45 varied progiessivtly from 12-25 cents per lb. to 13-75 
cents per lb. The Government during the w_r also controlled the procurement of 
metals from abroad paying nnv differences between the c.ning price fixed within the 
country and the Governments own purchase price. 
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Alongside of the Australian, Tariff Schedule also the Indian Tariff is indeed 
very moderate on metal items. A complete list of the dories or different metal 
items pr> -v. lent in Australia has been given by the Indian Tariff Board in its report 
on the Non-furors Med Is Industry published in 1946, and is not for that reason 
again detailed here. Most of the duties in the Genor. I Tuiff in Australia are speci¬ 
fic dutie s except in a few cases where 1 the re are ad valorem duri s twice as IJgh as or 
even more than twice of the Indian ad valorem duties. For instance, in the case of 
paper or Cambric instl/ted cables the duty in the Indian Tariff Schedule is 30%. 
while the general Tariff in Australia is 40%. Similailv on trass circles and strips 
in Australia there is a 51% duty against a duty of 3C% ad valorem in the Indian 
Schedule. The duty on Coppei rods is 5C % against a duty of 35% ad valorem 
on all British Manufactures and 45% ad valorem on all Non-British Manufactures 
in India. 

V. An estimate of the assistance available during the war and later under the 
Protective duties 

The assistance available to the Industry during the War and later has been in 
the nature of facilities for the import of necessary plants and equipments into 
the country, the bringing in sometimes even of personnel, the supply of raw materials 
from Government depots during the war besides the supply of power and fuel at 
fixed rates, the planning of Government orders on the factories during the war period 
and the natural protection afforded during such time by the closure of import 
channels. The actual assistance which the Industry has derived from the duties 
which have been imposed is not possible of being correctly assessed yet, for the im¬ 
position of such duties coincided with restrictions on licensing of manufactures 
and semi-manufactures arising from considerations of foreign exchange. Further, 
in most cases the protective duty merely sanctified the existing position by the con¬ 
version of the revenue duties into protective. As against this must be kept in¬ 
view the fact that during the war the prices paid to the manufactures and semi¬ 
manufactures were always fixed prices—in the case of a company like the Indian 
Copper Corporation these prices were below the world price and naturally deprived 
the Corporation of reserves which it would have been able to build up in case their 
production had been sold at world prices. The import of plant and equipments 
in the exigencies of war and at inflated prices which worked to 200/300 per cent, of 
pre-war prices has necessarily told on the capital structure of the Indian metal 
Industry and to some extent affected its competitive power in relation to foreign 
manufacturers who had purchased plants and installed them at pre-war prices. The 
recommendation which was made by the Indian Tariff Board in all these cases 
that plant and capital equipments imported into the country for the purpose of 
replacements and modernisation of the factories should be duty-free was not im¬ 
plemented although after protected delay and after a good deal of equipments had 
already arrived in the country, the duty was lowered from 10% to 5% on plants to. 
be brought in the future. 

VI. Broad aspects of the present policy where it has failed 

Having given a brief description of the development of the metal industry so 
far in the country and the manner in which it is protected today it is appropriate 
to focuss the attention of the Commission on the directions in which the Tariff Policy 
as applied to this industry has fallen short of the Industry’s requirements and ex¬ 
pectations. 

Fundamentally, the method of examination by the Tariff Board and the imple- 
(n) Method of Examina- mentation of these recommendations by the Government 
fcjon bv the Board and j. iav0 no t been different from the policy of discriminat- 
action by the Government • protection which was laid down by the previous 

from discriminating proteo- Fiscal Commission. It is the considered view of my 
tion. Committee that the exigencies and opportunities of war 

and the closure of import channels consequent on the country’s general adverse 
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balance assisted the industry more substantially during these years of its 
origin and growth than the halting policy of protection chalked out so far. 
For instance, with a better appreciation of the importance of the industry in the 
■defence of the country and its usefulness to other industries as the supplier 
of materials necessary for their up-keep and maintenance, the recommendations 
-of the Tariff Board to .allow duty-free import of capital equipments and machinery 
should have been immediately implemented. It is also appropriate to record 
here that although the Tariff Board submitted its reports to the Government 
on the different sections of the Non-ferrous Metals Industry on the 
6th of October, 1946, it was not until 11-6-1948 that the Government of India 
announced their decision on this report. The Government notification implenient- 
ing these duties was issued still later. The period of protection which had been 
indicated to be covered by this Board was a three year period ending with the 31st 
March, 1950, so that as things shaped by the end of March, 1950, the duties would 
Have been in force for less than a year and a half. In the same manner, the case 
of the aluminium industry for protection was reported upon by the Tariff Board 
on the 20th June, 1946 ; but the Government’s decision on the report was not avail¬ 
able until the latter half of May, 1949. This shows that the sense of urgency 
which is necessary in the examining of cases for protection and the taking of execu¬ 
tive action on the recommendations of the Board was not present in deciding on 
these cases without which the necessary atmosphere for large-scale industrial de¬ 
velopment of the country could not be created. Similarly, while interpretation 
of conditions attached to the grant of protection have no doubt been somewhat 
more liberal in the case of the interim Tariff Board appointed after the last war, 
it has also in its work been functioning to a large extent in the same spirit as ani¬ 
mated the previous Tariff Boards in the country. It is the view of the Committee 
of the Association that although watchfulness will be necessary on the side of the 
executive to make sure that protection granted to the Industry is fully utilised by 
it for its future development, the grant of protection itself should be adequate 
and liberal in all cases where there is a prima facie need for protection. In fact 
in such cases, it would be necessary to protect the industries straightaway and to 
conduct a more detailed enquiry only in case the measure of protection extended 
should be regarded by the industry as insufficient. The conditions for the grant of 
protection like those which require that the industry should be established and 
conducted on sound business lines, that having regard to natural or economic ad¬ 
vantage or its actual or probable cost it is likely to develope in a reasonable time 
sufficiently to be self-supporting, and that it is an industry which it is desirable in 
the national interest to grant protection or that the probable cost of such protection 
will not be excessive, still carry the trails of the previous Fiscal policy which aimed 
at finding a justification to keep the industrial development of the country in a 
nascent stage. What is required instead is an unequivocal assurance that in the 
interests of large-scale industrialisation of the country any new industry which is 
important to the national economy would be protected straightaway and to a gener* 
ous extent. 

Apart from protection by Fiscal or Non-Fiscal measures, the development of 
(b) Non-Fiscal Measures this industry calls also for an active mineral policy, 
neither sufficiently assessed the exploitation of hydro-electric power on a large 
nor implemented. scale, facilities for inducing the inflow of increasing 

quantities of virgin metals and scrap in which India 
is deficient etc. Industries like the Aluminium Industry 'which required substantial 
investments even to start with may have to be assured of adequate protection, if 
they are to be started at all. The building up of Industrial Research Institutes and 
Statistical Institutes must also be a part of the policy of assistance to industries in 
the future. The half-hearted character of protection extended even to the metal 
industries of the country may be made clear by a reference to the great amount of 
discussions that took place at the meetings of the Tariff Board on the question 
whether the secondary metal industry (alloy and ingot making, utilising sorap 
<metal arising) in India should be protected or not and the subsequent decision of 
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the Government that a token duty of 10% on the ingot brass should be considered 
sufficient for the establishment of a Scrap Refinery industry in the country. Most 
industrially advanced countries lay great store by refinding of scrap, as a measure 
of conserving metal supplies. As will be clear from the measures of protection 
extended for the Aluminium Industry in the country even the modest recommend¬ 
ations of the Tariff Board were substantially revised by the Government. This was 
so also of the first enquiry held over the Antimony Industry by the Tariff Board in 
1946. Non-Fiscal measures like the payment of subsidiee, the giving of tax-reliefe, 
the import of plant and machinery duty-free, etc. which were recommended by the 
Tariff Board did not receive the consideration from the Government which they 
deserved nor measures like the reduction in Railway freights, etc. The practice of 
computing permissible cost of production has not been satisfactory and has not 
been conducive to inviting fresh investments in such large-scale industries. In 
sum therefore the spirit underlying the enquiries conducted by the Tariff Board and 
the recommendations made on the same by the Government although more liberal 
than in the past has nevertheless fallen short of what is necessary to create what 
may be called an industrial climate in the country. Remembering that India has 
not, unlike the West, passed through an Industrial Revolution which gave the main 
fillip to more and more industrialisation there, it would appear that even the laying 
down of stated criteria to determine the eligibility for protection for industries would 
be extremely ill-advised. Instead the industries which are set-going must be given 
all possible facilities for their establishment and growth dining the coming years 
based on ad hoc summary examination of their needs and difficulties. Natural 
or economic advantages have come to be more and more understood as accidents 
of geography. In any case, different economies today are inter-locked and changes 
in the political set-up of countries may substantially alter the position regarding the 
availability of raw materials and efficient labour, while technological advances 
are increasingly discounting the above advantages, under tfie circumstances, it 
would appear that the wise course would be to foster all industries that are possible 
of being built up in the country, taking care only to see that they are least compe¬ 
titive as among the different countries of the Asian Bloc and that they are such as 
would be able to draw most of their raw materials and machinery requirements 
from countries whose relationships with India have not on present showing, much 
chance of deterioration in the event of war. 

VII. Directions in which the Tariff Policy adopted towards the Non-ferrous 
Metals Industry has not been satisfactory 

Having indicated generally the spirit that should underline the policy of the 
Government in the Fiscal policy that it may follow in the future years it remains 
now to examine under certain broad and specified headings the directions in which 
such policy as adopted to this Industry in the past has fallen short of its expecta¬ 
tions and its requirements. 

The first in importance which occurs in this connection is the method of profit 
(a) Method of Profit determination and cost-examination adopted by the 

Determination and Cost- Tariff Board. As briefly cited before, the method of 
Examination. such examination has had necessarily to be rough and 

readv and must be so in future but in the process it often erred on the side of rigidity. 
The usual method that is followed by the Tariff Board is to determine the fair selling 
price of the indigenous producer based on what is considered to be his reasonable 
cost of production in the present and in the future and allowing 10% profit on 
the block capital and 4% on the working capital. The fair selling price thus 
arrived at has necessarily been arbitrary. It did not reflect the cost of production 
existing at a given moment of tune and for a stated output but arrived at something 
which was somehow ascertained to be a reasonable cost in case the available machin¬ 
ery worked to its full capacity. This was set off against what was surmised to 
be* a reasonable cost of production in the future, i.e. during the period for which 
18 M. of Com. 
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the protective measures were being formulated, having regard to possible improve¬ 
ments in the installations of machinery, technological advances etc. generally the 
expansion of capacity for production. The average thus arrived at on two such 
figures, themselves hypothetical, was necessarily bound to be not the cost of pro¬ 
duction at a given moment. In doing this, the Board pre-judged the issue which 
it had been called upon to adjudicate. In other words, even if the cost of production 
of what was admitted to be an economic unit under given conditions was higher 
than world parities through some rough and ready reckoning it was decided that 
the cost should not be above a stated figure even at the output mentioned. On 
this basis, the measure of protection which may be allowed was deoided upon. 

In the case of the Aluminium Industry the Tariff Board departed from its 
previous practice of allowing 10% on the block and 4% on the working capital 
merely for the reason that the total invested capital in the industry was huge and 
that at the rate they had sanctioned for other industries the protective duties may 
have to be very high. This is in contrast to the observations of the Board in the 
case of the Antimony Industry where they felt that a profit of 10% on the gross block 
and 4% on the working capital could not be considered excessive in the conditions 
existing, with the investment involved and the high charges of income-tax and 
company-tax prevailing. They, therefore, allowed the profits on the cost of pro¬ 
duction as ascertained by manufacturing charges, cost of raw materials etc. In 
the final, the figure assumed by them would have yielded only 2 \% on the invested 
capital which they considered should satisfy the industry during the period it was 
struggling to establish itself. 

A polioy of this nature cannot be conducive to promoting new investments in 
heavy industries requiring substantial outlay. Besides, depreciation must be 
allowed at the replacement cost of the plant in such cases and not at its original 
value. A rate of 2|% on the invested capital it has been pointed out to us, is 
much less than the rate charge! by even the Reconstruction Finance Corporation 
from industrial concerns. 

The rates of subsidy and the specific duty recommended by them were subs¬ 
tantially revised by the Government of India after a further enquiry by a Technical 
Committee with the result that the protection today to the Aluminium Industry 
is in some directions even less than which had been available to it under the Stop 
Gap Pool Arrangements. Further, by the delay that ensued between the recom¬ 
mendations of the Board and the announcement of the Government’s decision 
thereon, many of the costing figures accepted by the Board became even more 
inappropriate as in the meantime the Alumina Plant of one of the companies had 
come into production upsetting the Aluminium cost worked out by the Board and 
freight charges, the cost of hydro-electric power and the cost of labour had sub¬ 
stantially increased. This emphasises, in the view of the Committee of the Asso¬ 
ciation, an important aspect of the Tariff Board’s working in the recent past. The 
establishment of heavy industries like the Aluminium Industry which requires 
substantial investment funds would not be facilitated under an arrangement where 
the Government are not able to offer more than 2J% return on the block capital 
invested and which too remains on paper. It is quite likely that during the period 
of protection the two companies would both incur substantial losses. In the case 
of the Iron & Steel Industry which is an equally big heavy industry involving 
considerable investment, the Tariff Board had allowed 8% on the block capital. 
The rate allowed to the aluminium industry, has it is considered, had a direct bear¬ 
ing on the slow progress and the gradual failure of the National Aluminium Company 
a third venture which was promoted under Government blessings and which is now 
perhaps again to be resuscitated by the Government. The Tariff Board’s scheme 
of protection to the Aluminium Industry was based on a specific duty and subsidy 
on the Ingot production. This was essentially sound, in as much as it aimed at 
fostering the basic ingotting industry in India as the first in importance in the 
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establishment of the country’s Aluminium industry. The Government of India by 
backing on the Rolling Industry to the scheme of assistance did put the wrong 
emphasis—for the natural tendency would be to invest in rolling mills and not on 
reduction works. 


In the compilation of cost, due consideration should be given to the fact that 
the factories in India are much smaller than those in other countries like the TJ.S.A., 
Canada, or Switzerland which are working with a smelter, or rolling capacity of 
hundreds of thousands of tons. The biggest smelting capacity of com¬ 
panies like the Copper Corporation, the aluminium companies or the Lead Corpora¬ 
tion would be considered fractional alongside of that of theii foreign counterparts 
and even such capacity they are not often able to utilise in full. Further, it is also 
appropriate that in assessing the burden of protection adequate allowances are 
made for the wages distributed in the country by a protected industry and the sub¬ 
sidiary occupations that are created. 


In the metal industry there are also different sections some of which may not 
lend themselves freely to reliable cost-accounting as for instance the alloys and 
castings manufacturing section where one and the same factory would normally be 
engaged in the production of a wide range of items. Under such conditions the 
method of costing adopted by the Tariff Board becomes a severe handicap to the 
indigenous industry. 


(b) Instances where Gov¬ 
ernment action on the 
Tariff Board’s Keport lias 
been with reservations. 


(i) Automatic adjustment 
of duties. 


A second important point in respect of which the Association would like to make 
some comment is the manner in which the recommenda¬ 
tions of the Indian Tariff Board have been acted upon 
by the Government. There are many instances where 
such recommendations have either been completely 
overlooked or substantially whittled down. For 
instance, the Tariff Board had proposed, in the case of brass and copper sheets, 

that provision should be made to adjust the duty auto¬ 
matically so as to maintain the Tariff value of imported 
brass sheets at the figures assumed in the Report through¬ 
out the period of protection. This recommendation 
was not accepted as the Government held, that tho Tariff 
value could not, on principle, be manipulated to protect the Industry and that 
in case any disparity arose it would be open, for the Industry to approach appropriate 
sources for necessary action. Another important recommendation made in regard 

to this industry in all different sections was, as already 
port'du^y'o/'lmported'plpnt ex P lained ’ that ^e plant and machinery imported for 
and machinery. purposes of replacement and expansion should be 

allowed duty free. In view'of the fact that this was an 
Industry of war origin which had been working mostly with impiovised equip¬ 
ment and that the cost of new equipments had risen nearly 300 per cent, of the war 
figures, it was expected that the above recommendation would be implemented 
without reserve. However, a decision on this matter was delayed for a very long 
time and was not available until a year ago when it was decided to remit half the 
duties in force on such plant and. machinery in respect of all equipments imported 
into the country ip. the future. No claim for retrospective effect being given to 
this in respect of plant and machinery which had been landed in the country in the 
meantime was allowed so that the Industry was deprived of the advantage, only 
because this recommendation of the Tariff Board was considered and decided, 
upon after considerable delay. This spirit is ip. sharp contrast to the practice 
of other countries. Even recently, it has come to our notice that a Government, 
like the Salvador Government have allowed completely duty free import of cement 
machinery until the year 1965 to enable local and foreign capital being invested. 
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in this Industry and the same being developed in a speedy manner. In some case*, 

as in the instance of the manufacture of zinc and lead 
sheets, the Tariff Board recommended the reduction 

(c) Cases where Revenue 0 f cven the existing Revenue duty from 30% to 20% 

•duties on Manufacture were though there was not much of an expressed demand 

for the same. for this from the consuming industry, and thereby 

surrendered considerable revenue merely on the ground 
that production in India was not yet on a large scale. While this could have been 
considered a valid reason for maintaining the duty as it was, the view that the Board 
took is difficult to be undeistood, especially because the Revenue duty of 30% 
•imposed for revenue considerations had not been pointed out to be as serious dis¬ 
ability by the industries using these sheets themselves. In the same mannoi, the 
Government have sometimes been ignoring certain recommendations made by 

(d) Draw-back of duty on the ® oard from th ° P oint of V f W of facilitating future 

Aluminium rods for the Alu. development as in the case of recommendations whicn 
minium Industries Ltd. they made that a rebate should be allowed in excess of 
refused. the'30% duty on the rods imported by the Aluminium 

Industries Ltd.—a company then only being set up—for the manufacture of alu¬ 
minium cables. The Government held that this concession need not be extended 
then and that Aluminium Industries should approach the Government when fully 
established for any such concession when their case could be considered, “on 
merits” 


Even in respect of the measures recommended by the Board, the decisions 

, , _ „ .. of the Government have not always been without reserve.- 

mendod'bjfthe Tarriff Board In the case of the Basic Aluminium Industry the 
for the Aluminium Industry Tariff Board recommended assistance by a specific duty 
and as enforced by the Gov- and a subsidy. The Government after considerable 
■eminent. consideration of this Report appointed a further Techni¬ 

cal Committee to examine the recommendations and then decided that the industry 
should be protected by an ad valorem duty of 30% and a specific duty and a rate 
of subsidy which were considerably Jess than the rates recommended by the Tariff 
Board. Bv the time that these decisions were reached, the period of protection 
for which the Tariff Board’s proposals had been framed namely the years, 194(5—49 
had already lapsed and a modified measuic of assistance was made effective only 
from the middle of May 1949. A detailed statement showing the difference between 
the assistance which would be available to these two companies under the Pool, 
the original recommendations of the Indian Tariff Board and what is now actually 
available under the Government’s decision is enclosed. This would be a sufficient 
testimony to the fact that in its attempt to reduce the burden on the consumer, 
the Government have cut down the measure of assistance to the bare need thereby 


putting it in a very great difficulty for the existing company to cany out its pro¬ 
grammes. It would have been appropriate for the Government to have considered 
in this connection that the higher cost- of the aluminium companies in relation to 
their foreign rivals is to a large extent due to the unbalanced plants they have 
had to put up under the stress of war, often under constant pressure from the Govern¬ 
ment to do' so. In the case of the Indian Aluminium Company, for instance, the 
Rolling Mill was the first to be put up ; then the Reduction Plant at a site consider¬ 
ably distant from the rolling mill and lastly the Alumina Plant. The working 
of the reduction plant to its full capacity is not possible owing to the restrictions of 
power supply with the result that the Alumina Plant also has to be kept at a 
considerably reduced output. In the case of the Corporation, while the alumina 
capacity is about 6,000 tons the reduction capacity is only 2,000. While they have 
not yet sizeable rolling capacity they are also using costly thermal power which 
increases the cost of reduction. Against an estimated cost of 1 anna per unit of 
power, the present cost now of power to them is about 8 ps. per K.W. The import¬ 
ant point that arises from these is that while the factors which contributes to 
their higher cost of production against the foreign rivals has been set off against 
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the two companies, no allowance has been made in view of the fact that in the very 
nature of the demand made on them by the Government during the war their 
plants could not have been more balanced or economic. Instead, the severe cal¬ 
culations made by the Tariff Board have resulted m depriving this heavy industry 
of its ability to forestall possible rate wars and dumping from more industrialised 
countries like Canada, the U.S.A., Germany, Switzerland and Japan. Even the 
cost of imported Alumina assumed by the Board in their Report has been rendered 
largely unrealistic while the cost of labour, power and transport has increased, 
demonstrably in common with many other industries of the country. 


In recounting the number of recommendations where even the modest recom¬ 
mendations of the Tariff Board were by-passed by tho 
. . . Government, mention must be made of the proposal 

setting up o°f P a°n Aluminium which the Board had made in re 8 ard to the Aluminium. 
Development Board. Industry for the formation of an Aluminium Develop¬ 

ment Fund, out of the balances anticipated from the 
yield of the duty after paying the subsidy to the two 
main producers. The Government held that it was not necessary to constitute- 
the Fund for such purposes. Exploration prospecting and the proving of ores,, 
especially in the nascent conditions of industrial development of the country today 
have been assigned by the Tariff Board to be distinct functions of the Government 
whereas the Government had decided these must be the role of private industry 
and that very little indeed could be done at the Government’s initiative. 


In the method of working out the details of subsidy, it is understood that the 

(g) Payment of subsidy subsidy is being paid on the total sales and not on their 

on sales. total production as recommended by the Board. This 

naturally implies that stocks carried over from one year’s production into another 
would be receiving the subsidy at a lower rate than specified. It has been the ex¬ 
perience of the companies during the time of the Pool’s functioning that there was' 
considerable time lag between production for the Pool and the final disposal. Yet 

another recommendation made by the Tariff Board was 

(h) Reclassification of t ^ e reclassification of metal items in the Customs Tariff 

Metal Items in the Indian Schedule under an appropriate main heading so that 
Customs Tariff Schedule. there would not be chances for the duties that are 

prescribed to be circumvented. Executive action in 
respect of this has either been held up or not considered necessary at all with the 
result that items like valves, cocks, and fittings, etc., are coming in at a lower late 
of duty declared as machinery parts or pipe fittings while certain others like electro¬ 
lytic manganese which is a necessary virgin metal is not obtaining the benefit 
of the duty free import by its being classified as manufactured material In the 
same manner there are difficulties in import of scrap into the country for even though 
scrap imports are duty free, the absence of a definition regarding scrap results 
in rejections and misfits which are imported as scrap being not allowed, to be 
cleared. In this manner, the advantage which the industry might otherwise 
get under the Board’s recommendations is denied. The idea of building up a 

strategic stockpile has similarly been lecommended . 

(i) Bidding up of a by the Board. It becomes important to an industry 

strategic stockpile. V whose raw materials lie scatteied out of India and whose 

chances of supply in the event of war may be jeopardis¬ 
ed. The United. States even though she is the biggest 
producer and the consumer of these materials has nevertheless been buildir.g up 
an appreciable stockpile. By virtue of her position as both the biggest producer 
and the biggest consumer of metals in the world the U.S.A. sets the pace to world 
metal prices. In the oontext of this, it is all the more important to have a proper 
stockpile which would be a safeguard against scarcity conditions in an emergency. 



Finally, orderly disposal of surplus stocks by the Government has been recommend¬ 
ed by the Board, so as not to compete with the Industry 
(j) Orderly Dipoaal of but the manner of disposals noticed so far has both 
surplus stocks. been chaotic and disorderly and has frequently upset 

the Indian market especially so in new items of manu¬ 
facture like rods, bars, and other sections of brass and copper. The Magnesium 
stocks held by the War Assets Administration in America were taken over to the 
Strategic stockpile to facilitate the working of the Magnesium Company there. 


VIII. No safeguard against dumping 

The assistance so far extended to the Metal Industry in the country has been 
formulated only from the point of view of normal competitive conditions and has 
not been visualised to safeguard against dumping. Recent quotations which have 
been received from Japan for the import of brass sheets and circles as also for alu¬ 
minium sheets and circles from Japan and Switzerland indicate that these may 
very nearly fall into the category of dumping. Instances of this kind should be 
subjects for immediate executive action as and when they should arise and cannot 
in the nature of things be subjects for a long drawn out and exhaustive tariff en¬ 
quiry. 

IX. Need for quota restrictions in regard to imports 

There are also instances where quota restrictions may be necessary as in the 
case of lead sheets. In the case of lead sheets most of the consumers would be 
able to do very well with 3' wide sheets of indigenous manufacture. In spite of 
these, if materials are imported into the country they could prejudice the indigenous 
manufactures, as most of these are utilised in small quantities by the consumer to 
whom the price itself would not be a major consideration. Similarly in the case of 
alloys there is sufficient capacity in the country and a total import restriction 
would be necessary. Further, the expansion of the capacity that has taken place 
in countries like Canada’, Switzerland, Japan and Germany for metals like alumi¬ 
nium make it very probable that they may attempt to off-load in India materials 
at cost or less than cost only for the facility of providing additional tonnage to 
their works. 


X. Effects of an ill-conceived Railway Rate policy on protected industries 

An unfavourable railway rate structure can certainly deprive the industry 
of many advantages which it may otherwise derive from measures of carefully 
formulated assistance. Generally, the drastic revision of rates involving the abo¬ 
lition of many concessional rates recently has raised the freight burden on the metal 
industry. About 5 tons of ore are necessary for the production of one ton of refined 
metal in aluminium. Calculate^ on the basis of total raw materials, it will be 9 
to 10 tons. If, therefore, the haulage of the ore or other raw materials becomes 
costly, the cost of production of the metal would necessarily be affected. 

Under the Old Pool System, aluminium ingots were delivered F.O.R. desti¬ 
nation, freights being met from the Pool Account. As between the rates in force 
for aluminium ingots before 1-1-48 and later with effect from that date, it is found 
that from about Rs. 99-5 as per ton of aluminium ingot produced by the Aluminium 
Corporation it rose to about Rs. 129-15-0 per ton for delivery at Bombay. Simi¬ 
larly, even on bauxite the charges have increased. The cost of the bauxite at 
Smelter was taken by the Tariff Board at about Rs. 15 pei ton ; but since the revised 
rates have come into force the ore to the Corporation at its site costs between Rs. 18 
per ton to Rs. 20 per ton. Between the 1st of January, 1948, and the 1st of October, 
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1948, the rates for Bauxite rose for the Corporation from as. 4 ps. 6 per Maund to as. 
5 ps. 2 pei' Maund over and above the as. 2 surcharge per rupee, the burden from which 
also correspondingly increased. The railway administration to whom this matter 
was represented held that the increase merely represented the absorption of the 
surcharge into the basic rate ; this, however, is objectionable as it made the surcharge 
.levied on exceptional and emergent consideration a permanent fixture. The 
Tariff Board’s recommendations that all factors which retard the attaining of low 
cost of production for aluminium should be eliminated has certainly been violated in 
this instance. 

The Indian Aluminium Company similarly in tendering evidence before the 
Board gave certain comparative figures for the movement of aluminium in India 
and Canada, which are elucidative. Over one ton of ingot produced, 9 to 12 
ton miles of raw materials and semi-manufactured goods are to be moved. On 
this basis the comparative figures in India and Canada were mentioned as below; 
but these have become out of date after the last freight revision in India and in the 
absence of information regarding the present rate position in Canada, we are not 
able to make these figure? up to date :— 


Freight in pies per tort mile. 



India 

Canada 

Aluminium Ingots ...... 

11 

2-9 

Aluminium sheets & circles .... 

5-5 

3-5 

Bauxite 

1 

9*3 

Alumina ....... 

1 

4 

Petrolium coke ...... 

4 

2-9 

Pitch . . . . • • 

9 

4-6 

The freight rates paid by the Aluminium Corporation 

today are :— 


Freight in pies per ton mile 



Aluminium Ingots ...... 

25 


Aluminium sheets & circles 

25-9 Pitch. 20-6 

Bauxite ....... 

. - 9-3 


Petrolium coke ...... 

4 6 



In regard to the Lead Industry, another anachronism in the matter of railway 
rates came to light. If the lead ore is brought from Rajputana to the Smelter at 
Dhanbad for smelting—a distance of about 1,300 miles—it cost only Rs. 45 per 
ton of refined metal computing I£ tons of concentrates to be moved for one ton of 
metal If however, it were refined in Rajputana and brought to Dhanbad it would 
cost Rs. 67 per ton for the refined metal. While on principle the finished material 
must bear a higher rate the Industry must be able to avail of concessional rates to 
distribute its output. 

In the first enquiry which was made into the claim for protection to the anti¬ 
mony industry it was again found that transport charges by rail alone worked out 
to nearly 7% of the total cost while rail transport along with methods of transport 
other than rail was in total accounting for about 66% of the manufacturing char¬ 
ges. 

The instances which have been cited above will bear out the fact that a railway 
policy which is not properly conceived can largely negative industrial development 
for which assistance is extended by means of duties, subsidies etc. 
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XI. Importance of the supply of cheap electric pcutr in the development of 

Metallurgical Industries 

The supply of cheap electric powe# has come to be an Important auxiliary in 
any policy of industrial development. The reason for the establishment of the 
Indian Aluminium Company’s reduction plant so far away from their smelter and 
their rolling mill was merely the availability of electric power in the South. It 
becomes imperative therefore that large hydro-electric schemes which have been, 
contemplated are given the first priority. The following table gives some relative 
idea of power costs in the world : —(All hydro-electric). 


Canada ..... 

■044 to 

•066 

anna per K.W.H. 

Norway . 

■044 to 

•066 

do. 

Sweden . 

•044 to 

•066 

do. 

Travancore State .... 

About 

•154 

do. 

Damodar Valley (Estimated) . 

About 1 

•20 

do. 


XII. Tariff Board's Method of ascertaining the cost of production of the 
foreign manufacturer unsatisfactory 

Yet another consideration in regard to which the Tariff enquiry as now conducted' 
may not be satisfactory is in the method that is followed for ascertaining the- 
cost of production of the foreign manufacturer and the landed cost of imported 
materials. As is well known, it has not been possible in most cases to ascertain the 
cost of production abroad. The Tariff Board invariably had 7 tio be working out some 
hypothetical figures from the available quotations for imported materials by mak¬ 
ing suitable adjustments for insurance, freight, manufacturer^ profit and other 
items. The Agent’s Commission normally remains an undisclosed entity and there 
is no method of making sure that these are not such as to permit of imports cutting 
through the highest of tariff duties by effecting some sizeable economies therein. 
While appreciating the difficulties which the Tariff Board were faced with in esti¬ 
mating such cost of production, it becomes nevertheless imperative to attempt in 
future, to have a fairly reliable idea of the manufacturer’s cost in the competing 
countries. It would also be worthwhile to study in such cases if any kind of 
export bounty is operative in these places. 

XIII. Importance of the secondary Metal Industry 

In view of the comparative cheapness of imported brass mgots in India iff 
was contended that ingots and scraps should'be duty free. The fact that the ques¬ 
tion, as to whether the secondary metal industry was necessarily a branch of the 
Non-ferrous Metals Industry was debated by the Board, shows the Board s res¬ 
tricted angle of approach to a most important subject. The secondary Metal 1 
Industry is vital to a metal pour country and should be fostered. Its raw material 
to scrap, its product ingots, and the two subjects should not be confused. 

XIV. Need to safeguard against international cartels and combinations 

Any policy of Industrial Development that is pursued should provide adequate^ 
safeguards against the operation of combinations and cartels which may be existing 
abroad and which would reinforce the competitive power of the foreign manufac¬ 
turers. In the pre-war days there was a powerful cartel operating in Aluminium 
known as the Alliance Aluminium Co. of Basle. This was set up in 1931 for a 
period of 99 years to fix quotas for production, among its members and is under¬ 
stood to have been dissolved during the war. Sometime ago it had been stated that 
the Aluminium Company of Canada had been charging preferential prices for its 
Aluminium sent to the U. K. as aginst India, but this too has had no method of 
verification. It is pertinent to point out that at present America and Canada bet¬ 
ween them produce about 1$ million tons of Aluminium a year while all the other 
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countries together only 1 million tons. This will give an idea of the competitive- 
power the Industry outside has as aginst the Indian aluminium industry and if 
any central organisation among them should materialise, the aluminium industry 
in India would have serious difficulties. 

In regard to copper, the main supplier of copper to India is the Mesina Transval - 
Development Co., of Rhodesia in which the U. K. has dominant interests. Thi3 
has often meant that in the matter of obtaining copper from Rhodesia the U. K. 
and the U. K. companies operating elsewhere would have first priority. Sincp - 
the commencement of bulk purchase activities by the Government of the U. S. 
and the U. K. for purposes of their strategic stockpile they have acquired—especially 
the U. S. Government—very considerable powers for regulating the activities of the 
world metal markets. In fact the U. S. A. as both the largest producer and the 
largest purchaser of essential virgin metals exercises controlling powers over the 
metal markets and New York has come to set the pace for world quotations in 
metals. 

This reached indeed such a peak that by virtue of the large reserves held of 
tin in the strategic stockpile, the U. S. Government were able to influence tin 
prices the world over and to force the Malayan producers to keep their prices pegged 
to a level approved by them. 

In the case of Copper, upto January 1937, there was an international cartel, 
of most of the copper exporters and later as an organisation of the U. S. low cost 
producers concerned professedly with elimination of middle men, the preventing of 
manipulation and the stabilising of prices. Restrictions on output were removed 
in 1937 when prices began to rise and with the condition that if prices should fall 
these restrictions may resume. Copper prices since then have risen strikingly 
except the very unanticipated collapse they have had between the middle of March 
and the middle of September this year. We do not therefore know if an arrange¬ 
ment like this exists now. In the matter of lead also the U. S. producers in 
1931 did arrange to cut down production and regulate output but this cartel was 
short lived ; it was however understood that the International Zinc Syndicate was 
functioning even later. The present position of this too is not known but in view of 
the relatively unsatisfied demand for most metals they may not perhaps be imme¬ 
diately operative. The International Tin Committee which started with the bless¬ 
ings of the Governments of the producing countries and has been functioning since 
is a Cartel too—though during the war it became increasingly concerned with alloca¬ 
tions as it had very little of production as its disposal to restrict. The Committee- 
is trying to transform itself into a Tin Study Group which would only be a more 
polite designation for covering the same activities. 

The existence of Cartels and Pool Arrangements at an International level is a 
matter which must concern the Government of India very much and must therefore 
be investigated into thoroughly. It becomes all the more important in an industry 
like the metal industry where a considerable part of the raw materials required by 
the country have to be imported and where the control of the pioduction of virgin 
metals through Cartel Organisations would necessarily set a limit on both the quantity - 
of materials that would be available to India and the prices at which the same could . 
be purchased. More than this, it would also set against the protected industry of 
the country, the organised competitive power of many international organisations 
of the metal industry which are assembled at a much bigger financial investments 
and more up-to-date technological skill. It would thus defeat to a large extent 
the effective strength of any protective measures that may be implemented in the 
country. 


XV. Importance of Non*fiscal Measures 

In an industry, like the metal industry while tariff assistance has necessarily 
very great importance for its development, an even more desirable form of asis-. 
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tance would, be the initiation of measures intended to make the country self-suffi- 
cient or nearly self-sufficient in regard to its supplies of virgin metals, the installa¬ 
tion of equipments, the organisation of statistical research, and the carrying out of 
technological studies and vocational training. The steps recommended by the 
Non-ferrous Metals Industries Panel like the formation of a Metals and Minerals 
Development Board with powers to discuss and decide policies pertaining to de¬ 
velopment, the export of minerals, the grant of protection and assistance, freight 
rates, determination of methods by which large indust, ies like the Aluminium or 
Magnesium industry could be developed in the country, formulition or enforcement 
of a proper stores purchase policy by the Government—these have largely remained 
on paper. In fact it is not known what action the Government decided upon in 
regard to the report which was submitted by the Panel. It would be too unreason¬ 
able to expect that an industry like the Magnesium industry, for instance, could be 
started and developed in the country without the industrial climate as such being 
made favourable. The present consumption of mignesium in the country is limi¬ 
ted— in fact quite infinitesimal, alongside of the consumption of largely industrialised 
countries like the U. S. and Canada—and Government policy must be concerned 
primarily with the development of demand of magnesium, indicating to the pros¬ 
pective manufacturers as to what types and what intensity of demand the Govern¬ 
ment itself could guarantee and generally trying to see that India slowly develops 
metals industries in regard to which she has ample resources, truly and well. Ac¬ 
tion on these lines by pilot plant experiment, propaganda, etc., has not been so far 
contemplated. 

XVI. Need for Co-ordination between Policy and Executive action 

Similarly, the action of,the Executive sometimes frustrates the effect of pro¬ 
tection as in a case which was brought to our notice where imported Masonite for 
Bus bodies was preferred to aluminium despite advantages of cheapness, durability, 
storage value and. heat resistance property of the latter and despite the fact that 
import of the former from the U. S. A. involved dollar exchange. 

XVII. Industries which may have to be protected even though they may remain 

■uneconomic for long 

Another feature of industrial development which must engage the attention 
of the Commission in formulating a proper Fiscal Policy is that certain projects 
like an Electrolytic copper refinery, or a tin smelter may not be considered economic 
by accepted standards for quite a long time and perhaps for ever. But from the 
defence point of view, these are most important national projects; so it is that the 
U. S. spends through the Reconstruction Finance Corporation very large amounts 
on her Texas Tin Smelter which depends on Bolivian Ores ; that the Argentine is 
putting up her own tin smelter and that the low grade and already worked out 
Cornish Mines of Great Britain are kept alive though the prices of the Malayan 
producers would be very much competitive. The Non-ferrous Metals Industries 
Panel estimated in 194b that the cost of plant and equipment for a refinery and 
plant for production of electrolytic copper of a capacity of 10,000 tons per year 
would be Rs. 2,16,47,000. At the present level of price, this may be even more. 
A scheme like this may have therefore to be protected by a duty or a subsidy for a 
considerable time to come but with so much of scrap arisings in .and around India, 
the blister copper available in African countries and the good will among the 
countries of the Asiatic bloc that she particularly has, there should not be reason¬ 
ably any difficulty in feeding such a refinery. Tnis would, not, however, by normal 
standards of the Tariff Board’s reckoning and in the light of the guiding directives 
laid down for the working of the Tariff Board, be considered an economic proposi¬ 
tion. A bold and active policy of development would therefore be needed here 
and mere tariff enquiry would be of very little use. The remarks of the recent 
Australian Tariff Commission that it would be necessary to saddle the community 
with a permanent protective burden if considered necessary in the national interest 
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is the clue for an industrially undeveloped country like India. In the U. K., a 
parliamentary Committee reported even recently on methods of assistance to the 
low grade tin mines of Cornwall although Malayan tin production is soon getting 
into gear. 

Belgium has got a Zinc Smelter which is working on concentrates imported 
from the Congo while nearly 50% of the lead produced by the U. S. comes from 
secondary refining. 

The point that is to be made out here is that industries such as these have to be 
protected even before their establishment. Heavy industries of this character may 
have to be protected by remission of taxes on profits ; production bonuses ; draw¬ 
back of Customs Duties on imported raw materials, etc. With the facility that is 
now available for dutyfree import of scraps there is already an advantage for an 
industry of this kind to be set-going. 

XVin. Stores Purchase policy of the Government and Competition from 
Government-owned, or Government-controlled factories 

A different aspect of Government policy in regard to which some comment is 
necessary is the Government’s Stores Purchase Policy. Most of the reports of the 
Interim Tariff Board have stressed the fact that the requirements of the various 
departments of the Government should be met as far as possible from indigenous 
production. By virtue of the Let that the Government happens to be the biggest 
bulk consumer in the market'(which is true not merely of India but of all the coun¬ 
tries) it is clear that the industry must depend to a very considerable extent on the 
demands of the Governments. A tendency however has been lately noticed on the 
part of the Government departments to make themselves self-supporting in regard 
to their requirements of various metal manufactures and semi-manufactures as 
far as possible by augmenting of many of their owm workshops. The effect of this 
is to divert the demand which would otherwise be available to specialised units of 
the private industry to the. Government workshops, which are primarily intended 
to handle defence requirements or railway repairs, and maintenance. The ord¬ 
nance factories ; the dockyards ; the factories like the Hindustan Aircraft which 
are not governed by ordinary principles of commercial costing and have much too 
heavy plants designed essentially for other purposes and which in times of emergency 
would not have surplus capacity as now, are not only competing more with the 
private industry for items which the former is specially equipped to cover but 
are also contemplating expansion of capacity. Similarly, the purchasing depart¬ 
ments of the Governments sometimes attempt to cover their needs from foreign 
manufact urers, when quotations of the indigenous producer may have been slightly 
higher, without even caring to ascertain the reasons for such disparity. It is es¬ 
sential to remember that modem industry depends on specialisation and that hand¬ 
ling of jobs like these by the Government faetoiies in times when they may not be 
fully taken up with the manufacture for which they are intended would not be in the 
interests of integrated industrial development. Competition of this kind has been 
noticed especially in items like bronze bearings, axle boxes, phosphor bronze 
ingots, brass and copper extruded rods, bars and sections, sheets and strips etc.— 
in fact almost all the items which are manufactured by the indigenous industry. 
Instead of this, what is wanted is that the Government being a big consumer in the 
Indian market must purchase from Indian sources and regularly. In fact the 
antimony industry at present has stated that it would be content with the duty 
available only if it could be made sure that its entire output could be disposed of 
and that sufficient supplies of ore to feed theii refiner} would be available from 
foreign sources. The inflow of virgin metals into the country must be facilitated 
by regular and periodical government purchases in the Indian market, so that the 
metal importers may have the certainty of being able to off-load and replenish sup¬ 
plies in a regulated manner. The meeting of all Government demands from indi¬ 
genous sources would also impart stability and strength to the metal markets in 



India which would grow more and more confident of acquiring adequate virgim 
metals stocks in the country, with the certainty of having one regular bulk purchaser,, 
at least. It would be an invaluable assistance therefore to the indigenous industry 
that the demands of the Government are invariably covered from Indian sources. 
Without this, even tariff assistance would not be greatly helpful. 

In the future development of the Industry it is also important to take into account 
the possibilities of export to the nearby countries. Items like bars, rods, tubes, 
and other sections of brass and copper as also of brass and copper sheets, strips, 
and circles; different alloys and castings etc., are already being produced in the 
country to an extent which would w'arrant export The development of an export 
market would also enable the industry to produce a bigger output, and thus to briny 
down its own cost of production. 

Certain types of scraps which may not be utilised in the cout/».ry should also be 
possible of being exported. This will in turn develop the metal market in India so 
that India would draw into it not merely metal that would be sufficient.for her own. 
use but also to cater to some of the requirements of the neighbouring countries. , 

XIX. Government policy in regard to disposal* 

The unregulated disposal of vast quantities of manufactures and semi-manu¬ 
factures from Government’s surplus stocks has already affected the development 
of the industry in its different sections. It may be recalled that one of the recom¬ 
mendations of the Tariff Board was that the pace of disposal of these surplus stocks 
should be so regulated that production of the indigenous industry would not be 
interfered with to any extent. All the same, in practice, disposals have been made 
merely wdth a view to obtaining revenue to the Government and with the intention 
of off-loading the manfactures and semi-manufactures held in stock by the Govern¬ 
ment. 

An instance of this kind which may \>e particularly mentioned here is that of 
extruded rods, bars, tubes, pipes and other sections of brass and copper. There is only 
one company in India, namely the National Pipes and Tubes Co. Ltd., which has 
been put up for such extrusion work at fairly high investment of capital. This 
company unfortunately came into production at a time when the stocks available 
with the Government had begun to be liquidated and there were further surpluses 
being declared in adjacent countries. Such materials have been often selling 
at a price not sufficient even to cover tlie raw metal price alone with the result that 
it has not been possible for the National Pipes and Tubes Co. Ltd., to organise 
their own production in an economic manner. It is doubtful if they would indeed 
be able to do so for a considerable time ahead in case such disposals continue. It 
had been suggested by us, that the Government of India should not dispose of these 
surplus materials at prices which were lower than the prices of the National 
Pipes & Tubes Co. Ltd. This, it was felt, was the minimum necessary to 
enable the company to organise their production and without whieh the tariff 
assistance that is available now would not. serve much use. The Government, 
however, have held that the only way for the National Pipes & Tubes Co. Ltd., 
would be to purchase the materials advertised for disposal, themselves, whieh would 
not be a feasible proposition for the company in view of the heavy financial commit¬ 
ments it would involve. This proposition has been considered very carefully by 
the Committee of the Association who have come to the conclusion that tinder the 
circumstances the only practicable step would be for the Government to 
take over these surpluses to a strategic stockpile keeping them off from the 
market in the same manner as has been done in America about the entire- 
magnesium stocks rendered surplus at the close of the war. While a measure 
of this kind may not be practicable as a rule, it is thought that in exceptional instances 
Such as now brought to notice there should not be any hesitation in follow ng this 
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jpolicy—the more so as the materials taken into the stockpile would not deteriorate 
in quality and would retain in value without wide variations. In the alternative, 
these materials should be disposed of only as scraps after proper mutilation. 

XX. Need for rationalisation of the demand of Government or Quasi-Government 

consumers 

It is also noticed that the demands of some of the Government indentors have 
been expressed for a wide variety of sizes and sections with the result that production 
to a standardised mass output becomes difficult and therefore the industry is not 
able too, to take advantage of the economies available from such production. For 
instance the extruded bars, rods, tubes, etc., used by the Indian railways do cover 
such a multiplicity of sections and sizes that it would be quite uneconomic for one 
extrusion press as now exists in the country to be producing each as and when 
required. At the same time the limited total demand available would not warrant 
the putting up of more mills just now. The facility which the foreign manufac¬ 
turers have, of catering to an export market with which they have long and depend¬ 
able business connections and which in turn enables them to specialise in a great 
numb er of sizes and sections being sure that there is an adequate demand for each, 
is not available to the Indian manufacturers. The installation of an extrusion 
press in India has been fairly costly and unless the plant is enabled to engage its 
full capacity by concentrating on fewer standard items, its production may take 1 ng 
bo be economic. Thus the rationalisation of sizes and guages of items consumed by 
bhe Railways or other Government departments becomes an imperative necessity 
when the total demand in many items is still limited by the standards of other 
countries, the capital required for planning on the basis of an export market would 
be huge and India has to facilitate rapid industrial development. The Association 
a ad put up proposals in this regard pertaining to one item of manufacture where 
we considered it most necessary and so far only the Southern Group of the Ra- 
lionalisation Committee of the Railways has intimated agreement to certain of our 
proposals. The idea which the Committee of the Association would like to stress 
lere is that without standardisation of the demand itself in India of the bulk con- 
mmers like the Government, departments, standardisation of production and the 
uttaining of resultant economies in the cost of production would not be possible 
n the present stage of the country’s industrial development. 

XXI. Participation of foreign technical skill and finance 

The participation of foreign firms in technical assistance and guidance is neces- 
aTy even financial investment of such firms need not necessarily be harmful so long 
s they are governed by clauses intended to rest effective control and management 
n Indian hands, and to fully train up Indian technical personnel. The danger, 
mwever, is real that foreign manufacturers, against wdiom Indian industries are 
irotected may thus set up their own units in India and take advantage of 
he Indian consumer or the tax-payer to compete with Indian-owned or 
ndian-managed industries. So long as this does not jeopardise the country’s eco- 
torny or political status by creating dependence of our go vernment or of our eco- 
lomy on these for supply of oither semi-finished materials for processing or highly 
pecialised capital equipments for production, the policy of allowing foreign capital 
o invest in the country i.e. as followed by Australia, may with suitable modffiea- 
rons be useful to us. In fact, in such a highly technical and specialised industry 
,s the metal industry, such participation would be an advantage, within limits. Act- 
ally an important drawback of our industrial schemes sponsored by our Govern¬ 
ments is that they are concerned with increasing production of consumer goods as 
lifferent from capital goods and raw materials for the industry and that they there- 
ore reinforce our dependence on the industrialised countries of the West. Never- 
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theless in an inter-dependent world economy this cannot be totally or even largely 
avoided. The emphasis should therefore be to build up such relations as far as 
possible with countries whose political relations with India in the measurable 
future ahead and in view of present associations and past traditions, may be depended 
upon to be cordial. 


XXII. Summary outline of the future Fiscal Policy 

The Committee trust that the foregoing would have conveyed to the Commission 
the broad outlines of the industrial policy which they have in view to facilitate 
development generally and the progress of the metal industry in particular. The 
protracted deliberations of the Tariff Board at its hearings in 1946 to decide on a 
simple issue if the secondary metal industry was an industry at all; the appoint¬ 
ment of a Technical Committee by the Government of India after the Tariff 
Board had reported to go through its report on Aluminium and the watering down 
of measures suggested therein, the unwillingness of the Government to admit the 
need for off-setting duties ; the slowness to co-ordinate different policies of the 
several Government departments ; all these and several other factors emphasize 
the halting and the indecisive type of policy followed so far in regard to industrial 
development. In regard to the metal industry the policy must in future bo aimed 
at :— 

(a) facilitating the inflow of as much virgin metals and scrap into the country 
as possible without endangering the indigenous production of either 
virgin metals or secondary ingots ; 

{h) emphasising on the ingotting branch of the industry as the base of an 
integrated non-ferrous metal industry and linking it up with other 
fabricating sections of the industry in such a manner, that the differ¬ 
ent sections among them would grow into a single whole ; 

(c) discouraging the imports of manufactures and semi-manufactures into- 

the country while encouraging those of materials like magnesium not 
made here with a view to creating a market which may come in handy 
for an industry to start. In this connection a Central Development 
Board could do propaganda and enable the popularising of the use of 
such light metals : 

(d) the building up of a strategic stockpilo of metals and concentrates we are 

deficient in and which could come in handy during times of an inter¬ 
national emergency and also long period scarcity in metals in the 
international market to feed the industry ; 

(e) inviting fresh capital in high-risk industries or projects like the Alumin¬ 

ium Industry, the Magnesium Industry. Copper Refinery, Tin Refinery 
etc For this various methods shall have to be tried, the Aluminium Co. 
of Canada w hich ow ns and operat es the largest integrated plant was 
allowed a special depreciation to the extent of 40% of its production 
costs, to write off the value of the plant. The act ual cost of production 
per lb. of aluminium ingot in 1942. it is reported, was 11-09 cents 
(inclusive of depreciation) but they were allowed a special depreciation 
of 5-44 cents a lb. and the metal sold to the U. K. at 21 cents a lb. 
i.e., double the cost of production realising about 22% of profit from 
sales and writing off also the value of the plant. Besides these, the 
War Assets Corporation of the U. S. Government leased out, the Alu¬ 
minium Plants built by it during the w-ar at nominal returns or sold 
them at prices as low as 25% of the original costs. Canada, the U.K. 
or Japan have adopted various policies of subsidising their aluminium 
industries ; 

(J) encouraging the prospecting and exploitation of mineral and metal 
deposits and intensifying research, technical studies, vocational train¬ 
ing and statistical compilation at Government initiative ; 



(g) enforcing of protection for a period that would be sufficiently long and. 
not as passing as a three year period. 

XXIII. Import duties, subsidy and pooling 

The Association do not consider it necessary to discuss the comparative merits 
of import duties, subsidies, or pool arrangements as one or the other or several of 
these together may have to be adopted according to the requirements of each case. 
For instance, if the Copper price in future should fall, production in India being 
a 3mall percentage of what the country needs, may have to be fully subsidised. 
Pooling however being in the nature of a stop gap arrangement not based on estab¬ 
lished scientific principles and depending on the judgment and assessment 
of those who administer the Pool cannot give the assurance and stability that are 
needed to foster industrial development. We do not favour this at all. 

For an underdeveloped country like India quantitative restrictions are necessary 
as already pointed out because of the massive output of foreign firms, the unknown 
percentage of Commission allowed to agents by foreign manufacturers, prejudice 
against indigenous products despite the quality of these being fully satisfactory 
etc. 


It is the earnest hope of the Association’s Committee that aspects of the industry 
which have been conveyed to you here would enable the Commission to appreciate 
the requirements of an integrated Fiscal Policy in the country. The Association 
shall in due course depute its representatives to tender evidence before the Com¬ 
mission—preferably during its visit to Bombay—in case it is considered that this 
may be of some advantage. 
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Statement showing the Benefit available under the present scheme 

(Landed cost Ex-duty taken at Rs. 1,275 per ton against Rs. 983 assumed by the Board.) 

1949-1950. j 1950-51 T 1951-52 
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No, 4. 


Conversion Charge allowed under the Pool, the Tariff Board’s Recommendations and 
the present Arrangement.< 


The conversion charge allowed under the Pool was roughly as. 8| per pound 
during 1947-48. It worked out to Rs. 1.190 per ton. Later it was raised to as. 10 
ps. 3 per pound or Rs. 1,435 per ton for sheets of 20 guage. 

Against this the Tariff Board’s own proposals would have given very much 
less although the pool prices were based on a thorough costing done by the Cost- 
Acoounts Officers of the Supply Department. .Under, these proposals a conversion 
charge of as. 4 per pound was allowed working upto Rs. 560 per ton. But in view of 
the Board’s recommendations to keep the same duty on sheets and circles as on 
ingots and therefore to keep a fair selling price of Rs. 2,450 per ton on sheets and 
circles, this conversion charge would have risen to Rs. 850 per ton. 


The proposals now implemented also fall short of the 

advantage which was 

available under the Pool arrangements. The landed cost of 20 guage circles may 
be taken at :— 

Rs 
per ton. 

Landed cost Ex-duty ...... 

2,615 

Deduct landing charge ...... 

20 

C. I. F. Price ....... 

2,595 

30% Ad Valorem duty ...... 

778.2 

Specific duty ....... 

121 

Landing charge ....... 

20 

Total 

3,514-2 

Subsidy to the Corporation 

710 

TOTAL . 

. 4,224.2 per ton 


Similarly the landed cost Ex-duty of imported aluminium ingots on the basis 
of Rs. 1,275 per ton would be :■— 


Landed Cost Ex-duty , 
Deduct Landing Charge 
C. I. P. Price 

Add 30% Ad Valorem duty , 
Specific duty 
Add Landing Charge 
Landed cost inclusive of duty 
Subsidy to the Corporation 


. 1,275 per ton 

20 
1,255 
376.5 
328 

; 20 

. 1,979.5 

,900 

. 2,179.5 


Total 
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^ Thus the rolling charge allowed will be :— Rs. 1,344 • 7 per ton representing 
the difference between the ingot price as calculated above of Rs.2,879" 5 per ton 
and the price of 20 guage circles working to Rs. 4, 224.2 per ton. Against this the 
Pool arrangement used to give Rs. 2,310 per ton on ingots, and Rs. 3,745 per ton on 
circles, representing a conversion charge of Rs. 1,435 per ton. The new arrange¬ 
ment therefore gives about Rs. 90 less than under the pool. It may be remem¬ 
bered that the Conversion charge which is accrued to the Aluminium Company 
would be less on account of the fact that the subsidies payable to them are lower. 


It may be noticed from the statements which are enclosed that the assistance 
which the Aluminium Industry would be getting would be generally very much less 
than under the Pool Arrangement which was merely a stop gap arrangement and 
which on principles we do not approve of at all. Certain issues which have not 
been sufficiently appreciated in introducing the present scheme are :•— 

(1) That the landed costs assumed by the Government and by the Tariff 
Board have long ago ceased to have any meaning as it is found that 
Japanese circles are being offered at $593.6 per ton (Long ton of 2240 
lbs.) which in terms of C.I.F. Calcutta quotation would come to 
Rs. 1,977 per ton. With the 30% Ad Valorem duty and after adding 
to it a landing charge of Rs. 18 and a specific duty of Rs. 121 the 
circles would be available in India at Rs. 2,173 per ton. This is very 
nearly the landed cost Ex-duty assumed by the Board for Sheets. 
As however a 30% duty would be levied on the basis of the landed 
cost Ex-duty of Rs. 2,614 per ton the circles would reach the 
consumer at Rs. 2,895 Circles of Swizz Origin have been quoted 
much lower. This shows that the fine limit to which protection has 
been cut has not been appropriate. The Tariff Board in its report on 
the Iron and Steel Industry had asked the Collector of Customs 
to periodically report on the landed prices which is not being done in 
this case. 

(2) Secondly the rate of conversion from ingot to circles analysed from year 

to year is not commensurate with the actual cost incurred today. 

(3) Thirdly under the Pool Arrangements freights used to be paid from the 

Pool Account whereas now the freight on ingots sold away from the 
producing centre will be appreciable. 

4. Fourthly, the costs of Production themselves have risen substantially 
from increase in the electricity charges, increase in labour charges, 
production to a much smaller output than had been anticipated by 
the Tariff Board and on the basis of which anticipation they had cal¬ 
culated the cost, the use of indigenousAlumina in all current production, 
etc. Whereas the Tariff Board had anticipated a fall in the cost of pro¬ 
duction for one of the companies when their Alumina plant went into 
production, the necessity to keep down the production of the re¬ 
duction unit owing to scarcity of electric power at the reduction works 
and the insufficient reduction capacity have implied higher cost for 
Alumina as against the imported Alumina. If these had been pro¬ 
perly set off by the Government against what they regarded as an 
increase in the landed cost at the time when they decided on the Tariff 
Beard’s recommendation, the final position would have been different. 
While the Government accepted the assumptions of the Board in 
regard to the future cost of production they did not consider it neces¬ 
sary to make adequate allowances for these possibilities. The con¬ 
sideration that the rate of protection offered on the sheets may make 
up any loss in ingot production may not be appropriate. 
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Before the Pool terminated it is understood that the Corporation had offered 
about Rs. 3,200 per ton in respect of production from the 1st July, 1948 to the 14th 
of May, 1949. According to the new arrangement they would be getting only 
Rs. 2,879 • 5 per ton t.e., Rs. 320-5 per ton less than what they were getting under 
the Pool. 

It is thus clear that the benefits available today would not even be to the extent 
that they were available when the Pool functioned. 


INDIAN CHEMICAL MANUFACTURERS ASSOCIATION 

The Chemical and Pharmaceutical Industry occupies a unique position in the 
economic life of all the countries of the world and the heavy chemical industry in 
particular is described as a key industry, as several other industries are dependent 
on its products. In India, establishment, during the war, of the chemical indus¬ 
try is of great national importance. 

Before the last war, the chemical industry was hardly in existence in this country 
and the pharmaceutical industry had just made beginnings. The question of pro¬ 
tection, therefore, under the recommendation of the previous Fiscal Commission 
did not arise. In the year 1929 however, the Tariff Board examined ihe 1 1 ims of 
the industry as a result of which the Magr.< sii m Cldc ride ii.dhs.rj got protection. 
The Tariff Board no doubt expressed the opinion that the ch* mn. .1 i. .dustry is of 
supreme national importance to the country and that it would be impossible for 
them to refuse the claims for protection of the industry on which so many national 
interests are dependent. 

The last war, however, offered tremendous impetus to the chemical industry. 
It established on the one hand the severe shortcomings of the industry and pointed 
out on the other the immense scope for development in those fields, which had so 
long been neglected by their not getting the necessary encouragement from the Gov¬ 
ernment. The industry was called upon in this period to supply the requirements 
of war and also the domestic needs ofthe country. The heavy chemical industry 
was thus started on an organised scale and met with exemplary success 
within their limited resources. The production of drugs and medicines reached 
an efficient level and met effectively nearly 70 per cent of the war time requirements. 
All these developments were possible only because of an artificial protection that 
the industry received by the virtual stoppage of imports from abroad. The post 
war period has found the industry to-day in the difficult position of having to compote 
against imported products of well-organised foreign concerns with their 
vast financial ana technical lesources. The policy of protection has, however, to 
be considered from a long term view and the industry has to be assisted to expand 
further in several basic lines for which the present production is very inadequate. 
The present fiscal enquiry has, therefore, to take note of the rapid growth of the 
industry, particularly, during the last decade. 

It was expected that in the post war period, that is after 1945 the chemical 
industry would take heavy strides as the country would be self- 
sufficient in respect of almost all chemicals and pharmaceuticals that were re¬ 
quired. Unfortunately, however, owing to several difficulties not only did the 
industry not make any development, but on the other hand production had to be 
curtailed in several lines. The greatest difficulty that the industry experienced 
was in regard to imports which were till recently being allowed by the Government 
very liberally. These unregulated imports naturally caused a tremendous set¬ 
back to the industry. The plants of soda ash, for example, were to he closed on 
account of excessive imports during the year 1948-49. Similar was the case with 
the manufacturers of photographic chemicals, caustic soda, etc. 

To a certain extent the present financial stringency and lack of confidence in 
investing public are also responsible for the non-development of this industry.. 
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In the case of chemical industry in particular, hold and definite steps on behalf 
of the Government are required. The previous Fiscal Commission laid down 
the following general principles for the purpose of protection— 

(1) The industry must be one possessing natural advantages such as an abun¬ 

dant supply of raw materials, cheap power, sufficient supply of 
labour and large home market. 

(2) The industry must be one, which without the help of protection is either 

not likely to develop at all or is not likely to develop so rapidly as is 
desirable in the interest of the country. 

(3) The industry must be one which jvould eventually be able to face world 

competition without protection. 

These conditions have been already waived by the Tariff Board, but so far as 
the chemical and pharmaceutical industry is concerned, we beg to submit that these 
conditions should not be applied strictly. 

In view of the importance of the industry in the national economy of the country 
and considering the natural advantages like the availability of home market, raw 
materials and labour and progress already made by the industry since 1940, the 
following suggestions are put forward, which should be taken into consideration by 
the Government while shaping a new fiscal policy. 

(1) Regulations of imports so that only such quantities are imported as 

will make up the deficiency in production. 

(2) Mere protective tariff would not be an equitable moasure of protection 

for several heavy chemicals. Pools of indigenous and foreign pro¬ 
ducts in respect of those chemicals, which are not yet produced 
sufficiently to meet the country’s requirements should be established. 

(3) Protection should be given to the industry on an equitable basis, where- 

ever it has been applied for. 

Protection must be given at least for a period of 10 years to enable the 
manufacturers to consolidate their positions. 

(4) Reduction of railway freight and reclassification in the goods tariff of 

drugs and chemicals as also raw materials required for their manu¬ 
facture. 

Special reduced rates for coal and coke should apply to the chemical 
industry. 

(5) Import duty on raw materials should be such as to enable manufacture 

of chemicals on an economic level. 

(6) For rapid development of the industry facilities should be given to im¬ 

port raw materials from the cheapest source. 

(7) Full facilities should be given for importing chemical apparatus and 

machinery from abroad and all such equipments imported for re¬ 
search purposes should be duty free. 

,(8) Greater facilities should be accorded for scientific training and research. 
More co-operation should be encouraged between the Government 
and other academic institutions. 

<9) Complete removal of all restrictions on export of Indian drugs and chemi¬ 
cals to foreign countries. 

10) Uniformity of excise and other taxation measures in all parts of the 
country. Various local and provincial taxes have been found to 
have seriously affected this industry particularly and have thereby 
limited their competitive capacity. 
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(11) The establishment of proper organisation for making available the vast 

natural resources in the country for the development of chemical 
pharmaceutical industries. 

(12) The next step of development of the chemical and pharmaceutical in¬ 

dustry is the establishment of production of intermediate chemicals 
and for this purpose the establishment of dye-stuff coal tar, distil¬ 
lating, synthetic and other anti-biotic industry including the peni¬ 
cillin, suplha-drugs, streptomycin, would be necessary. This will 
require huge capital and it would be desireable for the Government 
to start industry by forming corporation with established industry 
on the same lines as shipping corporations have been established. 

Wherever private enterprise is carrying on work for establishment of any of 
these industries and particularly on anti-biotic lines, the Government should give 
financial assistance. 

Some foreign concerns have established small factories in India, who mainly 
import finished products in bulk and bottle here. This practice undermines the 
indigenous industry. The Government should ascertain details of the trading 
activities of such foreign concerns and see that such harmful and malpractices 
are put an end to. It would be easier for the Government to undertake this task 
while scrutinising the import applications for materials in bulk from such concerns. 

Government Competition .— 

It should completely stop where private enterprisa is already in the line. The 
continued manufacture and standard preparations by the Government Medical 
Stores and other Government Institutions should be discontinued. 


KHOJ PARISHAD, CALCUTTA 

I. A Critiue of our Current Fiscal Policy. 

Protection has come to stay in, this country. The relevant question now 
is how it should be organized so that the objectives of rapid industrialization and 
fuller employment can be realized at the smallest cost to the community. 

Till now our protective policy has been characterised by two features : (a) 

there has been no plan of overall development of the country to provide a framework 
of reference for individual measures of protection; protective duties have been 
imposed and revised in relation to single industries as and when public pressure has 
made itself effective, (b) Secondly, the approach to the problem of industrialization 
has been negative. We have been impressed by the cost of each act of protection 
and our chief concern has been to limit protection to the minimum. 

The net result of our Fiscal Policy has been a kind of indiscrimin&tingly dis¬ 
criminate protection. Our Tariff Boards have not examined the scope for the deve¬ 
lopment of the economy and selected the industries to be protected accordingly. 
They have been asked to scrutinize the potentialities of individual industries and 
suggest measures of protection for them. They have in consequence, concentrated 
on the internal economics which are inherent in the growth of single industries 
and completely overlooked those wider economies that the simultaneous and co¬ 
ordinated growth of a series of industries makes available to each and all. For each 
one of a series of inter-related industries provides a market for the goods of others 
and their co-ordinated development makes possible an increasing division of labour 
which reduces the cost of each and all. Specifically the aggregate cost of develop¬ 
ing a series of industries A, B, C, D.simultaneously is likely to be less than 

the sum total of the cost of developing them one by one over time. 
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This) piecemeal handling of and negative attitude towards protective tariff 
have been responsible for : 

(a) Slackness in the provision by the Government of the country of the supple¬ 
mentary measures referred to in Section E of Part I of the Questionnaire issued by 
the Commission. For these measures pertain to all industries and not to any one 
of them and their significance can be properly appreciated only in the perspective 
of an overall plan to industrialize the country ; and 

(b) lick of positive measures to secure efficiency in the protected industries. 
Economic e Beiency is the product of either free competiti >n or planned action by public 
authority. Neither of those factors have been sufficiently active in our country. 
We have, tor various reasons, skipped the stage of competitive capitalism and 
plunged straight into monopolistic or oligopc Lstie capitalism. Internal compiti- 
ti in among our protected industries has not been strong enough to ensure rapid 
growth of efficiency. Almost the only industry viz. Iron and Steel, which has justi¬ 
fied protection is the one in which the element of monopoly is the strongest. 

The protected industries, it is true, have been subjected to scrutiny by Tariff 
Boards as and when their periods of protection have expired. The Tariff Boards 
have, however, been ad hoc bodies which have been influenced far more by the 
short term situation of the industries under review than by their long term possi¬ 
bilities. Their activities have consisted largely or mainly in calculating the fair 
selling prices of domestic products andthe c.i.f. prices of competitive foreign imports 
and suggesting tariff rates to cover the difference between the two for short periods 
at a time. This is natural in an order of things in width there is no provision for 
a continuous study of the long term efficiency of our industries and for a continuous 
chock on th“ir progress tow rd.s freedom from artificial assistance. As a result of 
those factors our protectionist policy has proved more costly and less helpful than 
it need have been. 

Th' 1 j r iper remedy for this state of things is neither indiscriminate protection 
nor more discrini noting protection of the cld variety. No one in his sense can 
support indiscriminate protection, even for the purpose of widening the fields of 
employment for labour and capital ar.cl diversifying the character of our economy. 
Protection (nor for that matter, free trade) cannot in itself be the objective of our 
Fiscal Policy ; it is only a means-one out of many—to the end of general economic 
development- of the country. And we require more and not less protection than 
hi hort i; only it must be planned and supervised protection covering whole sections 
of om economy rather than small bits here and there. To execute such a protectio¬ 
nist policy effectively, Tariff Boards of the old type or even of the new type are 
inadequate ; only a Fiscal Committee working as part and parcel of a National 
PI tnui ig Commission can discharge the responsibility properly. 

1J. Capital Formation. 

We have deliberately refrained from posing the protectionist issues in terms of 
conflict between producers’ and consumers’ interests. It is only in the short ruD 
that such a conflict can exist ; for the long run there is only one choice—between 
efficient anil inefficient industiialization. 

For efficient industrialization we require capital in large quantities and the wider 
the range of industrialization we seek to achieve over a period of time, the larger 
the am mat of capital that will be necessary. Two issues have recently acquired 
importance in relation to capital supply in this country : (a) the inadequacy of oiu 
total capital supply and (b) the effect of this inadequacy on the pattern of our indus¬ 
trial structure. 

Tii it capital supply in the country should bo short of our requirement is some¬ 
thing we have been prepared for. Capital is produced out of income and if income 
is low, the supply of capital will be meagre. ’Plus has been true of all countries 
in the first stages of their development and they have solved their difficulty by foreign 
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borrowing. The U. K. and U. S. S. R. are two exceptions. In the U. K. however 
the industrial revolution had bean preceded by a commercial revolution based on 
foreign trade and it is the amassed savings of those who had been engaged in foreign 
trade that provided the capital for the former. In the U. S. S. R. the current standard 
of life of the people has been deliberately depressed to provide savings for capital 
development. 

For us the choice is obvious. For historical reasons, the English precedent 
cannot be repeated by us while the Russian example is more than we can follow 
beyond a short distance. We have to rely on foreign borrowing and our domestic 
savings. But the prospects of foreign borrowing are not bright for us. Even 
assuming that the U. S., the only foreign lender on a large scale, decides on a systema¬ 
tic programme of foreign investment we are likely to be somewhere near the bottom 
of the list of receipients of American Aid. Given the current shape of international 
politics, it is only after Western Europe has been rehabilitated and the development 
needs of the African Colonies of Western European Countries met and the middle 
east bought over, that we may receive American assistance in substantial quantities. 
We must therefore rely largely on our internal savings for the supply of capitals to 
our industries. 

Capital formation requires both saving and conversion of saving into instru¬ 
mental goods either by direct production at home and/or through purchase from 
abroad. There is a widely publicised opinion today that this process of capital 
formation has come to a stop or even reversed in this country in recent months. 
The quiescent state of our stock markets is cited as an index of this phenomenon, 
while high direct taxation and transfer of income to the rural population are given 
as major explanations. 

The relation between the state of the Stock Market, even of the new stock mar¬ 
ket and the rate of capital formation is indirect and loose, and there are more plaus¬ 
ible explanations of the state of our stock market in terms of recent and current 
monetary situations. The rise of stock values in recent years has been in large part, 
speculative, and influenced in great measure by the opportunities for effortless 
profit making that inflation had created. The process had to come to an end. as the 
inflationary tempo slowed down and to the extent that the swelling of share values 
had been purely speculative, a collapse of old stock piices was inevitable. This 
in its turn and has acted as a damper on the market for new stocks. There are 
besides, technical obstacles to the extension of investment in the shape of shortage 
of imported capital goods and of auxiliary means of production at home. Finally, 
it would be interesting to investigate to the extent to which capital formation has 
taken place outside the stock markets. 

These arguments, however, relate to the factors that interefere with the conver¬ 
sion of savings into investments ; they do not seek to answer the other contention, 
viz. that there are noc enough savings to be converted into investments. The foun¬ 
tain head of capital formation, it is said, is drying up as a result of the rich getting 
poorer and the poor gettting richer in this country. In particular the income of the 
non-saving rural classes is alleged to have increased at the expense of the saving 
urban communities. 

It is not possible to examine these contentions thoroughly in the absence of 
proper statistical data. Certain legitimate doubts may, however, be raised, regard¬ 
ing their validity. In the first place, higher taxation need not come in the way of 
capital formation if (a) the state uses the extra revenue for investment and (b) the 
incentive of the entrepreneur is not adversely affected. The Government of India 
has, ind,eed been frightened by effective propaganda to curtail its capital programme 
and it is obviously squandering a part of its extra income on current expenditure. 
But all this is not inevitable. Nor has any body heard of our big entrepreneurs 
taking long holidays because of higher direct taxation. And whatever might be 
happening today when the upward movement of prices has slowed down and the 
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opportunities of large ptofits restrained, we have recently passed, through a long 
period of high inflation during which savings accumulated m large quantities” 
A significant .proportion of taxable income has evaded taxation and constitutes 
a large investible fund.. That this large saved income should not be available for 
actual investment is an index of the efficiency of our governmental organization and 
of the morality of our business community which is alleged to be responsible for 
large scale tax evasion. For all we know—we may have enough savings atleast 
for our short period requirements ; it is of course extremely regretable that th se 
should not be fully available to the community for investment. 


Lot us now.turn to the al| ege( j transfer of income from the urban saving classes 
to rural non-saving classes m ^ ^ in recent years . A rougft index of changes 
le re a ive incomes of diff erent c l asse s of producers in a community is provided 

™ 1 olKn ! TXTrn of the indices of then outputs and of their prices. Bet- 
n . f ’ 945-4(h the general index of agricultural production in the Indian 

Union moved down from 9 9 . 24 (1934-35 to 1938-39=100) to 92-58, while the index 

?qw a 4 n e nQqs 1 VJ-fnm inC 1 P al cro P s in - tho Indian Provinces moved up from 112 in 
1939-40 (1938-39-100) t0 38C) ; n 19 4 7 .48. (287 in 1945-46). On the other hand 

ino .industrial production (unadjusted) changed from 102-7 in 1939 
1 lao luuj.to --a j 947 tt W as ctrtainly higher in 1948, while prices of manu- 
. ac ured articles ro ge j rom | qq j n 1939 to 346 in 1948. These figures suggest that 
l lere was any t r ' ans f tr () f [ ncome from the urban to the rural communities in this 
coun ry i must j lave c f an extremely insignificant order. 

It is irrelevant in this connection to cite the fact that farmers in this country as 
elsewhere, have paid off their debts to the money-lenders. In all periods of inflation 
debtors fare better than creditors, and persons with variable income prosper at the 
expense of others with fixed income. In any event the transfer of income througn 
liquidation of rural debts is entirely intra-rural and has taken place in favour of the 
saving section of the rural community. 

We should, therefore, look for other reasons for lack of capital formation in 
this country than either high direct taxation or transfer of income to the rural 
population,. Indeed as a modern community we should be prepared for an increas* 
ing reliance on direct taxation by the Gove-nment as both an instrument for the 
induction of economic inequalities and a source of revenue foi the expansion of public 
enterprise. The income of the Indian farmer too has been for years depressed and 
any attempt to cut it down in the prevailing conditions of overall shortage of food 
and agricultural raw materials may spell disaster. 

The Indian economy must then discover new sources for the accumulation of 
savings and the formation of capital. These sources can, in the nature of things, 
lie in an increase of efficiency in the private sector and an extension of the public 
sector. State enterprise worked on principles of competitive efficiency must m 
future prov.de an increasing proportion of the total supply of internal savings 
required for our economic development. 


MILL OWNERS ASSOCIATION, BOMBAY 

This is not an attempt to give categorical answers to the Commission’s questio¬ 
nnaire. Only an effort has been made to touch on certain matters which are re¬ 
levant to the Indian cotton textile industry generally, and to the Bombay cotton 
textile industry in particular. It is impossible to assess to what extent the protec¬ 
tion enjoyed by the industry in the period 1927 to 1946 inclusive, is directly responsi¬ 
ble for the industry’s present financial position. It might, however, be stated in 
general terms that the improved financial position of the industry today is more due 
to war conditions than tariff. 

2. It is common knowledge that protection to the industry was not immediately 
available when asked for. Then, only a section of the industry, namely, yarn, was 
protected, leaving the major section of the industry’s manufactures, namely, cloth, 



116 


unprotected. When at last a small measure of protection was conferred also on the- 
weaving section of the industry, certain other extraneous factors came into existence, 
which neutralised the effect of that protection. Here, the reference is to the depre¬ 
ciation which took place in the Japanese and Chinese currencies which gave an enor¬ 
mous fillip to these two countries in their export trade with India. When at last 
counter-measures were taken, India in common with the rest of the world, entered 
into a prolonged trade depression accompanied by financial stringency and drop- 
in commodity prices. This made things difficult for the industry in consolida¬ 
ting and strengthening its position behind the tariff wall, and practically till the- 
cjmmencement of the World War, it was impossible for the industry to make any 
substantial improvement so far as its financial position was concerned. It is un¬ 
necessary to enter into what happened after the commencement of the war, but 
it is true that the war gave an enormous fillip to the Indian cotton textile industry, 
and helped it to improve its financial position. While the protective tariff might 
have helped to keep the industry alive in the immediate pre-war period, it was the 
World War II which really helped it to strengthen its financial position. 

3. It should not, however, be understood that the industry’s present financial 
position is everything that could be desired, but ii should be pointed out that most 
of the profits made by the industry in the war period were drained off by Government 
in the form of taxation. It is an admitted fact that during the war and immediately 
thereafter the industry was working practically to death. All major repairs and 
overhauling, which necessitated a shut down of some of the machines were postponed 
to avoid drop in production, and also on the ground that the necessary spares were 
not available. Replacements of capital machinery were almost unobtainable, 
and. even today whatever small quantities are available, are coming in at prices which 
are about three to four times the pre-war prices. The industry’s machinery is badly 
in need of replacement, rehabilitation and remodelling. For instance, in the case 
of cotton mills situated within the City and Island of Bombay, which cover about 
66,000 looms and a little under three million spindles, the cost of replacement , etc- 
would be a little over 100 crores of rupees, whereas the cash resources available to the 
Bombay industry do not exceed 45 crores of rupees. Even assuming that machinery 
prices are likely to come down in the near future, a very substantial gap still remains 
to be covered, which justifies the necessity of the industry being placed in a position 
i i which it would be able to set aside sums which would make good this demit in 
the minimum number of years. 

4. Raw materials of the industry .—The raw materials of the industry consist of 
(i) raw cotton ; (ii) various types of machinery and spare parts ; (iii) various types 

of mill stores including fuel oil, furnace oil and lubricating oils ; sizing materials ; 
bleaching and dyeing materials ; acids, etc. A full list of all the raw materials 
can be supplied, if necessary. 

5. Before partition, the Indian cotton mill industry consumed, on the average, 
about 4J million bales of cotton per annum, of which nearly 87 per cent, was Indian 
and the balance foreign. Roughly, a little over a third of Indian cotton came from 
the regions which now form part of Pakistan. After partition, the proportion of 
foreign cotton entering into consumption in the Indian cotton mill industry, rose 
from 13 to 41 per cent. In quantities, Indian mills used about 12 lakhs of bales of 
Pakistan cotton. Most of these cottons consist of staple varieties, and if, for any 
reason, the usual supplies of cotton from Pakistan are not available in the future, 
the gap would have to be made good by additional imports from abroad. 

6 . As regards capital machinery, the major portion of it is usually imported 
from countries such as U. K., U. S. A., Switzerland, Germany and Sweden. There 
are now two or three Indian companies engaged in the manufacture of spinning 
frames and looms in this country, but so far as our information goes, their production 
has not reached commercial dimensions. There is also a. scheme which is supported 
by almost all mills in India, and which aims at producing spinning machinery suffi- 
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cient to meet India’s requirements. Our dependence on various countries as regards 
the spinning preparatory, weaving preparatory and finishing, sizing and other 
machines still continues. 

7. With the exception of the following most of the other mill stores now seem 
to be capable of being manufactured in this country, but it cannot be said that all 
of them are fully equivalent both as regards utility and quality, to imported goods. 
Among the mill stores not manufactured in this country may be mentioned ring 
travellers, card strippers, card fillets, reed wires, shuttle tongues, furnace and fuel 
oil, gear oil, lubricating grease, steel rings for ring frames, steel weft forks and holders 
card combs, and all other sorts of card clothing accessories, several items of dyes and 
chemicals, etc. Considerable progress was made in manufacturing several items of mill 
stores and in finding substitutes for others during the war, but the position is not 
still very satisfactory. 

8 . The industry’s main business is to spin yarn out of cotton and weave it into 
cloth. The annual production of .cloth, taking peak production, is about 4,800 
million yards. After meeting the weaving requirements, there is now a surplus of 
about 500 million lbs. of cotton yarn available to the Indian handloom industry and 
to other domestic consumers. Roughly, the quantity of yarn available to the Indian 
civilian market is about a third of the total quantity of yarn produced in Indian 
mills : in other words, two-thirds of the yarn produced is consumed by the mills 
themselves and the balance one-third goes to the domestic consumers outside the 
mills, namely the handloom industry, the rope manufacturing industry, the hosiery 
manufacturing industry, etc. 

9. It is very difficult to say precisely to what extent productive capacity in the 
cotton textile industry requires to be increased in future. Firstly, due to partition 
about one thousand and two hundred million yards of cloth which used to be absor¬ 
bed in the past in Provinces, which now constitute Pakistan, will be thrown back 
on India, Pakistan not being under any obligation to take it or at least a part of 
it. It is true that, the prohibition of imports, which used to be in the neighbour¬ 
hood of 750 million yards in the pre-war period, will reduce the surplus on hand to 
450 million yards. A portion of this surplus might be coming from the handloom 
industry, but our first task will be to find a market for this surplus, either by an 
increased internal per capita absorption, which might be difficult unless there is a 
substantial increase in the purchasing power of the consumer, or by a substantial 
increase in the export trade of the country. 

10. This is the proper place to mention that the first Tariff Board which went 
into the question of protection to the Indian cotton textile industry recommended 
that the industry should switch over to the production of finer goods as one of the 
remedial measures to relieve depression in the industry. This recommendation 
was given effect to by a number of mills regardless of the expense involved, and 
between 1930 and the commencement of the Second World War, production of cotton 
yarn of over 40s went up from about 9 million lbs. to 33| million lbs. in Bombay 
City alone. There has also been an increase in the production of medium counts, 
and this has in a large measure, helped to relieve the congestion of over-production 
in coarse goods. Change in tastes and habits of consumers in the last two decades 
has brought about a demand for larger quantities of fine and superfine plain and 
fancy goods than are capable of being produced today with the equipment available. 
In these circumstances, it is suggested :— 

(a) All obstacles which stand in the way of producing increased quantities 

of fine and superfine plain and fancy goods, should be removed, and 

(b) The necessary conditions should be provided which would give reasonn 

able inducement to any manufacturer to invest his money in securig- 
the necessary equipment. 
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As regards (a), the Association desires to make the following proposals :— 

O’) The excise duty on cloth which at present works out at 25% on superfine 
goods and 6 J% on fine sorts, should be removed ; 

(ft) The import duty at present paid on imported cotton at 2| annas a lb$ 
should be removed, as also the high rate of duty which is imposed on 
textile machinery and spare parts ; 

(fit) There should be no restriction as regards the fineness of the goods 
which can be produced in cotton mills. 

As regards (b), attention is directed to the recommendation made by the recent 
Tariff Board which went into the question of fixing prices for cloth and yarn manu¬ 
factured by the industry. These recommendations have since been accepted by the 
Government of India, but the Association regrets to point out that the conditions 
provided by the Tariff Board are not such as would induce any investor to put his 
money in the industry. The Board has fixed a return on capital at 6 per cent, 
on the gross block which, in their opinion, provides for a corporation tax of two annas 
in the rupee, a reserve of 40 per cent, of the gross profit for replacements, payment 
of managing agency commission at 74 per cent, of the gross profits, and a dividend 
of 5 per cent, on paid-up capital, which in the Association’s considered opinion, are 
inadequate. 

11. The question of further increase in the productive capacity of the industry 
must be considered only after providing ways and means for the absorption of the 
surplus created by partition. 

12. The small-scale or subsidiary industries, in the development of which the 
industry is interested, are :— 

I. To absorb mill industry's manufactures. 

( 1 ) Handloom industry \ 

(2) The rope making industry f To absorb our surplus yarn. 

(3) The processing industry, namely, Dyeing, Bleaching and Printing 

industry. 

II. To provide raw materials for the industry. 

Industry engaged in the manufacture of various items of mill stores. 

With regard to I (1), it should be pointed out that in the period 1942-46, consi¬ 
derable increases in the number of handlooms were reported, due mainly to the profit 
which could be made in the business. The position has now probably undergone a 
radical change, and it is now reported that, as has happened in the case of the Indian 
cotton mill industry, the handloom industry is also suffering from the accumulation 
of stocks, in view of Pakistan’s disinclination to continue to buy her clothing require¬ 
ments from India. The only suggestion we can think of at the moment, which would 
maintain handloom industry’s offtake of Indian mill-made yarn, is to explore the 
possibility of increasing the export of handloom goods. The handloom industry’s 
bulk consumption of yarn is in counts 12s to 24s, and it seems possible, with a certain 
amount of organisational facilities , to develop an export market, in fancy bedspreads, 
cushion covers, furnishing fabrics and other materials which are usually manufactured 
from these counts. 

13. Industries receiving Tariff protection should ordinarily be given full free¬ 
dom in the matter of working for their own salvation according to the circumstances 
present in each case. There is, however, no objection to Government calling for 
periodical reports to satisfy themselves that the industry is putting its house in order. 
There is also no objection to such reports being scrutinised by an expert or experts. 

14. The procedure at present followed by Tariff Boards in disposing of applica¬ 
tions for protection seems to call for a minor variation. The application for pro- 
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tection from an industry,-whether it be submitted to the Government of India or to 
the Tariff Board, should be circulated by the Tariff Board with their invitation to 
the various organisations and individuals for tendering evidence. At present, 
except the Tariff Board and the industry applying for protection, nobody seems to 
have any chance of scrutinising the grounds on which the claim for protection is 
made. 

15. As regards the Havana Charter and the General Trade Agreement on Tariffs 
and Trade, it would have been helpful if the Commission had appended a list of 
countries which have accepted these documents. Anyway, so far as the cotton 
textile industry is concerned, the documents generally seem to be in order except 
in one respect, namely, it does not seem to permit the imposition of quantitative 
limitations on imports from foreign countries. Protection of an indigenous industry 
is usually granted in the form of protective duties which may be on an ad valorem 
basis coupled or otherwise with a minimum specific duty. In appropriate cases 
even though there may be a justification for the imposition of very high protective 
duty, the object could be achieved by imposing a lower rate of duty and a quantita¬ 
tive limitation on imports. For example, when the cotton textile industry of India 
was a protected industry, there was a restriction on quantities of piecegoods which 
could be imported from Japan in addition to a protective duty. 


THE ALL-INDIA MANUFACTURERS’ ORGANISATION 

The Working Committee of our Organization have decided to address the 
Commission as under after careful consideration of the implications of the various 
statements on Foreign Capital so far made by Government. 

2. Recently at the Second Meeting of the Central Advisory Council of Industries 
held in July this year the Hon’ble Minister for Industry and Supply, Dr. Syama 
Prasad Mookerjee said that once a foreign concern was admitted to establish its 
factory it would be treated exactly in the same manner as any other Indian concern 
and that there would be no discrimination of any sort against any foreign concern 
or any favour to parallel industries owned by Indians. The Committee want to 
point out that this does not accord with the statement made by the Hon’ble Prime 
Minister in the Dominion Parliament in April last. With regard to the existing 
foreign interests the Prime Minister had then said that Government did not intend 
to place any restrictions or impose any conditions which were not applicable to a 
similar Indian enterprise. In the case of further foreign capital, he had said that 
Government would so frame their policy as to enable it to be invested in India on 
terms and conditions that would be mutually advantageous. It follows, therefore, 
that by the Prime Minister’s statement the Government of India are committed to 
the policy of non-discrimination only in respect of existing foreign interests in India. 
Under these circumstances, my Committee do not understand why the Hon’ble 
Minister for Industry and Supply should have gone to the extent of saying that the 
principle which was enunciated by the Prime Minister only in respect of the existing 
foreign industries in the country would be made applicable also to future foreign 
investment. In the opinion of my Committee this policy of non-discrimination 
will do incalculable harm to the growth of nascent indigenous industries and dis¬ 
courage further indigenous investment. The Bombay Industrial and Economic 
Enquiry Committee presided over by Sir Purushottamdas Thakurdas says in its 
report issued in 1940 “We desire to draw the forceful attention of the Local 
Government to the difficulties which small Indian concerns are bound to and 
indeed do feel in the face of the competition of such concerns of a much larger size. 
If it is the objective of our industrial poliey to ericourage the establishment of small 

concerns, then the objective is defeated-if these large foreign concerns are 

permitted to establish'themselves without reasonable and effective limitation.” 

It will not be out of place in this connection to point out that even in the 
Charter of the International Trade Organization emphasis is laid only on the desira- 
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bility of avoiding discrimination as between foreign investments and not cn equal 
treatment between indigenous and foreign investment. 

3. In the considered opinion of the Working Committee the assurance to treat 
the existing foreign capital on par with Indian capital also gees beyond a reasonable 
limit. In a resolution passed in 1947 (copy enclosed) the Organization has drawn 
the pointed attention of Government to the irreparable damage already inflicted 
on indigenous industries by the competition of powerful foreign interests with 
international ramifications which have entrenched themselves strongly in the 
country and have urged upon the Government to prevent the operations of such 
foreign interests working to the detriment of indigenous enterprises. The sfme 
view has been reiterated in a recent resolution of the Organization (copy enclosed). 
This apprehension is based on actual conditions now prevailing in a few protected 
industries wherein foreign interests are operating side by side with Indian enter¬ 
prises. The Committee want to refer in this connection to the realistic view taken 
by the Indian Tariff Board while reporting on the Motor Vehicle, Battery 
Industry, that the Government should adopt necessary measures to safeguard the 
Indian section of that industry which was likely to be affected 1 y the expansion of 
production by certain foreign companies in India. The Government, on the other 
hand, instead of heeding to the advice of the Tariff Board have stated that there 
will be no discrimination against the existing foreign concerns in India with a \iew 
to withholding from them the full benefit of protection granted to industries in 
which they are engaged. It follows, therefore, that when protection or assistance 
is conferred on a particular industry, all the units of that industry whether Indian 
owned or not will be automatically entitled to claim the same benefit. In the 
opinion of the Committee this defeats the very purpose behind granting protection 
or assistance to industries in the country, viz., to enable indigenous industries to 
stand on their own legs within a reasonable period of time and to arrest the drain 
on country’s financial resources by imports from abroad. The foreign interests 
have been permitted to carry their profits out of the country, and the only advantage 
that the country will derive will be in finding employment to a few thousand nationals 
In lower categories of work. 

4. The policy of non-discrimination between indigenous enterprises and foreign 
concerns that are already set up or will be set up in future has created serious mis¬ 
givings in the minds of Indian industrialists, especially thoEe who are engaged in 
small and medium scale consumer industries. Till now foreign capital has been 
freely allowed to take shelter behind tariff walls intended to protect indigenous 
interests. With their huge financial resources and capacity for cut-throat ccmpeti¬ 
tion, some foreign concerns have in the past driven to the wall many small indigen cus 
concerns. Connecting the three angles, viz., (1) the attitude of American capital 
to choose direct form of investment as is abundantly evident from previous remarks 
of American officials in India on the subject, (2) the Hon’ble Dr. Mookerjee’s state¬ 
ment that “once a foreign concern was admitted to establish its factory it w'buld 
be treated exactly in the same manner as any other Indian concern” and (3) what is 
actually happening in the case of protected industries such as Motor Vehicle Battery 
Industry and Dry Battery Industry where almost 9G% of the tariff protection gees 
to strengthen foreign Ocfmpanies established in India, an eternal triangle is formed 
which will compel many Indian Industries to lead a precarious existence. Govern¬ 
ment’s recent assurance that indigenous industries would be taken into their con¬ 
fidence before permitting any foreign concern to set up factories in India is of little 
practical value because we are yet in the initial stage of our industrial development 
wherein in many fields of industrial activity, w r e have either no interests or have not 
sufficiently organized interests that can influence the Government’s policy or 
decision in such matters. Some urgent action is, therefore, called for, if the future 
of indigenous industries is not to be permanently jeopardised. 

The Government of India may consider the feasibility of taking action on the 
following lines recommended by the External Capital Committee in 1925. “Where 
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investment of foreign capital carries with it the control of an undertaking, we con¬ 
sider it reasonable that when Government grants particular concessions to the 
industry it should exercise such control over the undertaking as will ensure that the 
benefits of the concessions accrue primarily to the country. Where the concession 
is general, as in the case of a protective tariff, it is impracticable to effect any dis¬ 
crimination. (b) Where definite pecuniary assistance such as a bo; nty is granted to 
any particular undertaking, we consider that discrimination is feasible, and no such 
•assistance should be granted to any company, firm or person not already enjoyed 
in that industry in India unless (1) reasonable facilities are granted for the training 
•of Indians; (2) in the case of a public company unless (i) it has been formed end 
registered under the Indian Companies Act, (ii) it has a share capital expressed in 
rupees, (Hi) such proportion of the directors as Government may prescribe consists 
•of Indians, (c) Where a concession is granted to exploit a wasting asset such as 
a mineral concession, no definite rules can be prescribed”. 

6 . The Committee also want to point out that the Government are not 
■.scrupulously adhering in practice to the policy enunciated by them as regards the 
manner in which foreign capital is to be invited to invest in India, In the Industrial 
Policy Statement issued on April 6,1948 it is said that as a rule the major interests, 
ownership and effective control should always be in Indian hands. The Hon’ble 
Prime Minister has also made it clear in his statement that the object of regulation 
•of foreign investments should be the utilization of foreign capital in a manner most 
.advantageous to the country. But instances have been brought to the notice of 
•our Committee where in such industries as Soap, Biscuits, Cocoa and Chocolates, 
•Cycles, Sewing Machines etc., foreign companies have been permitted or are being 
permitted to set up their own factories in the country in the face of opposition from 
the concerned indigenous industries and without any consideration to the overall 
production capacity of indigenous industries. It is not understood why ovr 

• Government have ignored indigenous interests and are permitting foreign 
interests to set up their own factories in the very fields in which the indigenous 
production is either already sufficient or can be easily stepped up to meet the 
country’s full demands. It is reported that in spite of opposition from indigenous 
automobile industry a foreign concern is going to be permitted to make cars in 
India. Similarly, my Committee understand that a powerful British combine is 
being permitted to establish such a simple consumer-goods industry as the manu¬ 
facture of chocolates, in this country in spite of the protest of the growing indigenous 
industry. Such incursions of powerful foreign interests in such fields of Indian 
industry where Indian capital is struggling hard to build up certain industries, can 
only spell harm to national economy. 

7 . A clear demarcation specifying the fields in which foreign capital cm be 
permitted to come in is therefore urgently required. The Organization is strcngly 
of the view that priority should be given to those foreign investments that go to 
create capital goods rather than consumer goods. This has the weighty support 
of the view expressed by the Advisory Planning Committed presided over by the 
Hon’ble Mr. K. C. Neogy, the present Minister for Commerce. Referring to invest¬ 
ment in consumer goods industries, the Report says—“If foreign companies with 
their vast resources, technical and financial, are allowed to establish themselves in 

• industry in the fields at present not covered by Indian enterprise, there is little 
chance, in our opinion, of that enterprise being brought into existence at a future 
date. Even if an attempt is made, it would have to contend against formidable 
difficulties. It seems to us preferable that the goods which the country cannot 
produce at present but would be in a position to produce later on, should continue 
to be imported from other countries rather than that their local manufacture should 
be started or expanded by foreign firms. In the course of time it will be possible 
to restrict or discontinue foreign imports; but vested interests once created would 
be difficult to dislodge.” 

8 . The Working Committee have made a reference earlier to the two resolu¬ 
tions passed by the Organization on “Foreign Capital”, stressing the need for 



122 


providing suitable checks on the undesirable activities of existing large foreign 
concerns with world-wide ramifications and vast resources and which are operating 
to the detriment of indigenous industries run by nationals of the country. The 
Committee trust that as urged therein the Government would realise the need for 
passing such anti-trust laws as may be deemed necessary to safeguard Indian 
industries and free enterprise in the country. To enable the Government to enact 
proper legislative measures, the Committee suggest that an Investigation Com¬ 
mittee should be appointed by the Government at an early date to inquire into the 
working—financial and organizational—of the existing foreign enterprises in the 
country. 

9. In conclusion my Committee deem it very essential that Government should 
set up special machinery to advise them on foreign investments in India. The 
Hon’ble Minister for Industry and Supply has no doubt said that as a matter of 
policy the Government would take indigenous industry into confidence before allow¬ 
ing any foreign concern to set up factories in India. Eut this assurance as pointed 
out already, will not serve much useful purpose, as in a number of industries India 
has either no interests or not sufficiently organized interests which can shape 
Government’s policy or decision. The Working Committee, therefore, stress that 
Government should set up an Advisory Committee or Board consisting of 
representatives of leading industrial organizations in the country. The Committee 
or Board in consultation with the indigenous industries whose interests are likely 
to be affected by the establishment of a foreign industry in the same field should 
scrutinise every individual case of participation of foreign capital and management 
in industry and recommend to Government deserving cases and advise the 
Government on the terms on which such cases should be created. 

In view of the vital importance of the subject, the Working Committee trust 
that the views expressed here will merit the earnest consideration of the Government 
and that the Government will be pleased to let the Committee know the measures 
that they propose to take in the matter. 


Foreign Capital 

(Resolution passed at the First Quarterly Meeting of the Central Committee of the 
All-India Manufacturers’ Organization held on the hth May, 1949.) 1 

This meeting of the Central Committee of the All-India Manufacturers Organi¬ 
zation welcomes the statement on “Foreign Capital” made by the Prime Minister 
of India in Parliament on April 6 , 1949, as it clarifies the Government’s attitude 
in regard to such matters as the repatriation of capital, remittance of profits, and 
treatment of foreign enterprise vis-a-vis Indian enterprise. 

While the Central Committee agrees that Indian capital needs to be supple¬ 
mented by foreign capital to facilitate rapid industrialisation of the country and that 
suitable conditions must be provided to attract such capital to come into India, the 
Committee apprehends that unless there are suitable checks on their undesirable 
activities, large foreign combines with world wide ramifications and vast resource 
might operate in our country to the detriment of indigenous industries run by 
nationals of the country. The Committee therefore urges the Government to pass 
such anti-trust laws as may be deemed necessary to safeguard Indian industries and 
free enterprise in the country. 
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The Committee draws the attention of Government to the omission to exclude 
internal air and coastal traffic from the principle of equal treatment to foreign 
capital. 

The Central Committee reiterates the Organization’s view that such foreign 
capital as may be required by the country should be secured preferably in the form 
of loans from abroad on equitable terms under guarantee from the Government of 
India. The proceeds of these loans should be directed to such productive channels 
as are most beneficial to rapid economic development of the country in line with 
the Government’s policy of planned Industrialization. 


Indian Industries and Foreign Capital 

(Resolution passed at the Seventh Annual Conference of the All-India Manufacturers 
Organization h■ 'd at New Delhi , on 14th and 15th April, 1947 ) 

While holding the view that India’s resources of yet untapped capital could be 
mobilised in the future for the industrial development of the country by suitable 
fiscal and financial policies on the part of the Government of India for attracting 
such capital, this Conference of the All-India Manufacturers’ Organization is of the 
opinion-that in view of the imperative need for hastening the industrialization of 
the country on sound lines, and in view of the desirability of securing the technical 
co-operation of industrially advanced countries for bringing about such industria¬ 
lization with the minimum of initial difficulties it may be necessary to invite to some 
extent the flow of foreign capital into certain categories of industrial enterprise. 
It emphasises that such external capital as may be required should be secured pre¬ 
ferably as a loan from foreign countries on equitable terms and believes that this 
would be possible particularly because of the high credit enjoyed by India in foreign 
capital markets and because of the rise in political status of India in the international 
world. The Conference holds, however, that in all such cases reasonable safeguards 
should be laid down in the agreement with foreign firms to ensure that ownership, 
control and management of the industries should be predominantly Indian, that 
necessary Indian technical personnel should be trained by the firms concerned and 
that foreign vested interests are not permitted to grow in the country. 

In view of the irreparable damage already done to the indigenous industries 
by the competition of powerful foreign interests with International ramifications 
which have entrenched themselves strongly in the country, this Conference urges 
upon the Government of India to prevent further growth of such interests and con. 
duct at an early date an enquiry into the extent, and amount and consequences o 
foreign investment in India at present. 


Before referring to the memorandum submitted herewith, the Working Com¬ 
mittee like to express their thanks to the Fiscal Commission for the opportunity 
given to them to express their opinion on the important subject of an appropriate 
fiscal policy for the country. The Committee have stressed on a number of occa¬ 
sions in the past the urgent need for revising the fiscal policy of the Government. 
They are, therefore, gratified to note that a Fiscal Commission has been appointed 
by Government to make suitable recommendations for the purpose. 

The Committee do not propose to go in detail here into the harmful effects of the 
policy of discriminating protection followed by Government in the past. The de¬ 
fects in the policy and in its working are dealt with at sufficient length in the body 
of the memorandum. Protection to many industries vital to the country’s defence 
18 M. of Coin. 



124 


as well as to the peace-time economy of the country has been either denied or de¬ 
layed. If the country is deficient in a number of important industries to-day, it is 
largely due to the halting policy followed by the alien Government and the half¬ 
hearted way in which it was applied by them. Whatever developments there are 
in a few industries such as cotton textile, iron and steel, sugar, cement and matches 
cannot be credited to the policy of discriminating protection alone. The logic of 
many events and the force of many circumstances beyond the control or intention of 
the Indian Government of that period have resulted in these developments in which the 
half-hearted policy of fiscal protection or Governmental assistance to industries played 
a minor role. Industries selected for protection or assistance were selected, not so 
much for their importance in nation building, but more out of political considera¬ 
tions. 

It is also not necessary for the Committee to explain at length why a new fiscal 
policy appropriate to the changed political condition and post-war needs of the coun¬ 
try is urgently required. This will also be found in the memorandum. It is 
sufficient to state here that the country is still deficient in a number of important 
industries some of which are vital to the existence of the country as an Independent 
Sovereign State. Their growth will have to be fostered by the Government by 
implementing a rapid industrialization programme with energy and vision. The 
instrument of fiscal policy will be an integral part of this plan and programme. 
Protective tariff of course will constitute an important item in the new fiscal policy ; 
but equally and perhaps more important will be assistance from Govern¬ 
ment in obtaining such essential requirements as finance, capital goods, raw 
materials, transport, technical aid, scientific research, etc. The national Government 
in power has the primary responsibility of promoting the economic development 
of the country on a planned basis. It cannot afford to remain content by negative 
measures as tariff protection to a few industries. It will have to assume wide respon¬ 
sibilities for the country’s industrial uplift. 

Various suggestions have been made in the memorandum submitted herewith 
but the Committee propose to recapitulate here only a few of the more important 
recommendations. 

(1) The present formula of discriminating protection should give place to a new 
fiscal policy designed to promote the rapid industrialization of the country on a plan¬ 
ned basis and to meet the post-war and the permanent needs of the country. The 
principle of adequate and effective protection to all suitable industries of the country 
should be accepted. There should be no over-emphasis on any one of the require¬ 
ments however important it may be considered individually, such as availability of 
raw materials, of labour, of market and inherent possibility of the industry to with¬ 
stand foreign competition after sometime. The only over-riding conditon should be 
that the industry should be one suitable to the country and having reasonable 
possibility of development with the fostering care and encouragement of the State. 
In case the industry is essential to the country as an independent national or vital for 
the maintenance or development of its national economy, its growth ought to be 
fostered by Government by all possible direct and indirect means irrespective of 
other considerations. 

(2) Protection or encouragement by the State should not be confined to only 
existing industries but should also be assured to deserving industries which are yet 
to be promoted. 

(3) The exis ting administrative machinery for implementation of fiscal policy 
should also be thoroughly revised. A permanent Tariff Board with wider powers and 
responsibilities must be set up on a statutory basis as part of an administrative sys¬ 
tem designed to carry out industrialization as per a definite plan, comprehensive 
aiid co-ordinated; Without waiting for specific reference or appeal from Govern¬ 
ment or parties concerned, the Board should be empowered to make its own investi¬ 
gations and suggestions, keep under survey the entire field of industry, watch the 
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changes going on from time to time at different points, co-relate them into a single 
frame-work and maintain a consistant, progressive policy of active sympathy and 
encouragement of the nation’s productive capacity. It must be composed of not 
more than 7 and not less than 3 members, competent, experienced and well-informed 
and selected from the public life of the country, including industry, trade, labour and 
Government. The Board must have power to co-opt or add whenever necessary to 
its number for each particular enquiry that it may have to conduct so as to make its 
investigation and recommendation as fair and reasonable as possible. 

(4) The present system of Imperial (or Commonwealth) Preference may be con¬ 
tinued with such changes as may be considered necessary in the light of the changed 
political condition and present requirements of the country. The preferential 
treatment should not however be confined to the United Kingdom only. Possi¬ 
bility of developing markets for Indian manufactures in certain under-developed 
Commonwealth areas as well as in areas outside the Commonwealth by bilateral and 
multilateral treaties should be explored. 

(5) A National Planning Commission should be set up after some time to frame 
an industrialization plan and programme for the country. It must be representative 
of the' interests concerned as well as of Government. The Planning Commission 
would only be an advisory and a recommendatory body and should not be invested 
with any executive functions. 

(6) There should be proper integration and co-ordination of the working of the 
Tariff Board with that of the Planning Commission and that of the proposed Indus¬ 
tries Licensing Board or Advisory Committee envisaged under the Industries (De¬ 
velopment and Control) Bill. 

(7) An Economic Committee of the Cabinet should attend to all functions re¬ 
quiring co-ordinated action in the sphere of economic policy. This Committee 
should meet regularly to co-ordinate the working of the various Government 
Ministries concerned with economic activities and expedite their decisions on eco¬ 
nomic plans. 

(8) The fiscal policy should facilitate the import of scarce raw materials and 
capital goods, including plant and machinery, their parts and accessories, particu¬ 
larly during the coming years, to facilitate the rapid industrialization of the country. 

(9) The last Fiscal Commission’s recommendation that ‘raw materials and 
machinery be ordinarily admitted free of duty and that semi-manufactured goods 
used in Indian industries be taxed as lightly as possible’ should be implemented. 
This should include rebate or refund of import duty on manufactures exported by 
us, but which contain imported raw materials. 

(10) Greater financial assistance should be given by the Government through 
the Industrial Finance Corporation in the Provinces and at the Centre, and by raising 
an Industrial Loan both from within the country and where necessary from outside, 
so that deserving industries may be guaranteed requisite finance at reasonable terms. 
The existing legislative measures regarding provision of credit by banks and insu¬ 
rance companies should be suitably modified and made elastic so as to enable banks 
and insurance companies to finance industry on a greater scale. 

(11) Provisions should be made for economic rates of carriage of goods by rail¬ 
ways and shipping by co-ordinating the working of the different types of transport 
available in the country, and by distributing or allocating all available traffic bet¬ 
ween the various forms of transport in such a manner as to serve both the immediate 
and long range needs of the country. 

Coming now to subjects which are not covered by the Fiscal Commission’s 
Questionnaire the Working Committee like to draw your particular attention to one 
or two glaring omissions. There is no reference at all to the important question of 
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treatment of foreign capital vis-a-vis indigenous capital. The Working Committee 
are not in agreement with the Government’s view on the subject. The Prime Minister 
gave an assurance in the Dominion Parliament on April 6, 1949 that the existing 
foreign capital would be treated on par with the Indian capital. The Hon’ble 
Minister for Industry & Supply went a length further and declared at the Second 
Meeting of the Central Advisory Council of Industries held in July last that the prin¬ 
ciple which was enunciated by the Prime Minister only in respect of the existing 
foreign industries in the country would be made applicable also to future foreign 
investments. The policy of non-discrimination between indigenous enterprises and 
foreign enterprises that are already set up or will be set up in future has created 
serious misgivings in the minds of Indian industrialists, particularly those engaged 
in medium and small scale consumer industries. A copy of the detailed representa¬ 
tion on the subject made by the Working Committee is enclosed herewith for the 
information of the members of the Fiscal Commission. It may be pertinent to point 
out here that even the last Fiscal Commission composed as it was mainly of interests 
with no particular attachment to the interest of the country at large, has stated as 
follows while discussing the question of stipulations which should be prescribed by 
Government in the case of Government concessions, etc., to foreign concerns in India. 

“We think, however, that where Government grants any thing in the nature 
of a monopoly or a concession, where public money is given to a company in the form 
of any kind of subsidy or bounty, or where a licence is granted to act as a public 
utility company, it is reasonable that Government should make certain stipulations. 
Where the Indian Government is granting concessions or where the Indian tax¬ 
payers’ money is being devoted to the stimulation of an enterprise, it is reasonable 
that special stress should be laid on the Indian character of the companies thus 
favoured. In all such cases we think it would be reasonable to insist that companies 
enjoying such concessions should be incorporated and registered in India with rupee 
capital, that there should be a reasonable proportion of Indian directors on the Board 
and reasonable facilities should be offered for training of Indian apprentices at Go¬ 
vernment expenses. We note that this policy has been generally accepted by the 
Government of India. During the debate in the Legislative Assembly on the 2nd 
March 1922 on the resolution moved by Sir Vithaldas Thackersey recommending 
that measures should be taken to provide that as large an amount as possible of the 
150 crores set aside for the rehabilitation of railways during the next five years should 
be spent in India, Mr. Chatterjee on behalf of Government stated : ‘ The settled 

policy of the Government of India as I think we have mentioned more than once in 
this Assembly, is that no concession should be given to any firm in regard to industries 
in India, unless such firms have a rupee capital, unless such firms have a proportion, 
at any rate, of Indian Directors, and unless such firms allow facilities for Indian 
apprentices to be trained in their works. This has been mentioned more than once, 
and I can only repeat this declaration’ .” 

This view has also been supported by the present Tariff Board in their reports 
on aluminium and motor vehicle battery industries. As the subject is vitally im¬ 
portant and will have repercussions on the existence and growth of indigenous in¬ 
dustries the Committee very much desire that the Fiscal Commission should pro¬ 
nounce its weighty opinion on it. 

Equally glaring is the omission of the question of taxation from the purview 
of Fiscal Commission’s investigation. The increase in taxes on industry and trade 
during recent years has scared industrialists away to such an extent that 
entrepreneurs are not readily and willingly coming forward to start new industries. 
Tt is the view of the Working Committee that the Fiscal Commission should look at. 
the question of industrialization of the country as a whole, from all angles and as¬ 
pects and not ignore a question of the importance of taxation which has a vital bear¬ 
ing on industries as well as on the fiscal policy of the country. The C 
however, do not propose to go into the subject now, apart from drawing 
tion of the Commission to page 28 of the “ Industrialization Scheme in Two Parts »• 
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recently published by the Organization (copy enclosed along with the Memorandum)' 
ft is a matter for some satisfaction that of late the Government have realised the 
imperative necessity of giving suitable relief to industries from the present abnor¬ 
mally heavy taxes. 

The Working Committee trust that the detailed memorandum submitted by 
them on the subject of an appropriate Fiscal Policy for the country will receive the 
careful consideration of the Fiscal Commission. Any clarification that may be re¬ 
quired by the Commission will be gladly given by the representatives of the Organi¬ 
zation when they meet the Commission in Bombay for giving oral evidence. 


Memorandum of answers to the Questionnaire of the Fiscal Commission submitted 
by the Working Committee of the All-India Manufacturers’ Organization. 

PART I. 

t Section A (1). 

Introductory — Changes in the Economic Background since 1922-23. 

Question 1.—Do you consider that the economic background in the country has so al¬ 
tered since the Indian Fiscal Commission reported in 1922 that it necessi¬ 
tates a fundamental change in the approach to the problems with which 
the present Commission is concernedl 

India has travelled a long way economically, politically and socially since the 
days of the Indian Fiscal Commission of 1922. The changes have been fundamental; 
the basis of thought have altered. The whole structure has so changed that to 
attempt still to use the report of 1922 as a base would be like trying to make a grown 
up wear his old ‘ booties To what may be the change be attributed ? No one thing 
can claim the credit. Time has forced the evolution ; and evolution may be said 
to comprise in this case, of progressive education, lessening of the degree of foreign 
domination, indigenous enterprise, greater political freedom, loosening of economic 
strangulation, etc. etc. Each in its own way has contributed to the change. But 
the culmination came on 15th August, 1947. The past and all its deeds were to 
give place to a future with a different background. India is not what India was. 
Her granaries are no longer hers ; the war and its effects on other countries have 
reacted on her—adversely quite often. Her population problem is greater than 
ever ; her transport system requires much to be desired- 

On the other hand, she is master ofher own destiny, her own sons are at the helm, 
her vast resources are yet untapped, foreign aid without domination is feasible, the 
war has given her industries a push, the world outlook has changed. The concept 
now is of a “ Fair Living Wage ” rather than a “ Subsistance Level Wage ”, 
It is now in the light of this that we must review the whole situation. 

The Organization has all along been agitating for implementation of a rapid in¬ 
dustrialization plan and programme, as the material progress of the country lar¬ 
gely depends upon it. The country is deficient in a number of industries and their 
growth will have to be encouraged by the State in every possible way. A fiscal 
policy, \ightly conceived, can play a great part in this connection. 
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Further, a new tariff policy, appropriate to the post-war needs and conditions 
of the country, is urgently called for. Sooner or later, a post-war depression is 
bound to set in, as on the previous occasion. To combat the after war slump and 
to provide a security to the indigenous industries, a reorientation of the fiscal 
policy is, therefore, necessary. 

Question 2. — Will you list the. principal changes in our agricultural situation in respect 
of {a) production ( b ) consumption, and (c) international trade in agricul¬ 
tural commodities. 

(a) The change in respect of the production of agriculture has adversely 
been affected due to the general causes mentioned above. But the main feature has 
been from the “ extensive ” to “ intensive ” production. And the emphasis on 
this change has been further necessitated by the partition. It is an irony that in 
spite of this emphasis, the yield per acre has declined except perhaps in the case of 
sugarcane, jute and cotton. The war and the pressure of population have given 
impetus to agriculture but tradition, religion and complexes have impeded progress. 
New methods of production are essential and the era of massive irrigation works and' 
tractors has set in. To be in keeping with the times, agricultural finance, basic 
education and scientific agricultural research, must fall in line. Methods of storing 
are being and have to be improved, for, in the initial stage while production is lack¬ 
ing behind, imports well stored would give the necessary breathing time. The abo¬ 
lition of Zamindari and the landless labour class, the consolidation of fragment 
holdings is likely to contribute a higher yield. A comparative high standard set 
by the war is also likely to induce the agriculturist to produce more than his own 
requirement of food so that with the surplus he can have other things that he has 
now got used to. The reclaiming schemes tend to supplement ‘ intensive ’ farming 
with an ‘ extensive ’ one. One very glaring omission has been the lack of interest 
in dairy farming and in production of vegetables and fruits and their preservation. 

(b) While statistics in this connection is almost nil, it can be said that since 1922 
the distribution of agricultural products has been more even due to many reasons— 
viz., better form of transport, desire and capacity for more and to have more, thanks 
to a higher purchasing power of an individual and finally, Government’s efforts to 
reduce maldistribution. The desire to consume is likely to increase as standards 
improve but only a check on the population and improvements in production can 
prevent disappointment to consumers in general. Our imports have to be 
restricted and the import of rice from Burma is not what it was thus aggravating 
the situation. Our own shipping is fairly developed and could be of immense service 
to us at this stage, for our imports would not drain so much of exchange as would be 
the case were foreign ships to bring our food stuffs. It is difficult to say whether 
there has been any change in the habits and tastes, i.e., whether one cereal or 
vegetable or fruit is now preferred to some other and if so, to what extent ; but the 
tendency has been a preference for finer quality as capacity top urchase has 
increased, 

(c) The land of farmers that once used to export foodstuffs has now become a 
chronic importer. The reasons are no doubt contained in (6) and (c) above ; 
with an increased desire to consume, the capacity to produce has comparatively 
fallen. The attraction to indsutry from agriculture is unfortunately not the cause,, 
for in that case, on the whole, India would have still gained. There is also the fact 
that other countries have made great strides in the science of agriculture and of 
“ industrialising agriculture ”, a term yet unknown to us. We have been ousted 
from foreign markets not because we have no basis to work on but because we have- 
not the ‘ know-how ’ to utilise the base and compete. We still hold a few mono¬ 
polies in agricultural products but due to lack of initiative in us to develop these 
further we are likely to lose on that score also, as, substitutes are brought out by 
foreign countries to replace these monopolies. 
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Question 3.—To what extent, if any, have these changes affected or are likely to affect 
in f uture, the pace and direction of our industrial progress ? 

Food is the base of the pyramid on which economy of every country must de¬ 
pend. We have already dilated the production tale of woe. For one thing, less 
production means higher price and so less food for industrial labour which must 
reflect on industrial producton and efficiency. Again, lesser mechanisation means 
more labour necessary on the field and less labour available for industries. If we 
had surplus food to sell, we could always barter this next-to-gold commodity for 
things necessary for our rapid industrialization. The dearth of cheap and high 
grade raw materials has impeded directly the growth of industries using those raw 
materials. In a country such as ours unlike England, industrial future is wedded to 
agricultural prosperity; an attempt to divorce the two would lead to the ruination 
of both. Here again transport—land and water must be made to play their part in 
assisting industry not only directly but also through better distribution of agricultural 
products. India need not fear, at least for some years, of over production or under 
consumption when products are given reasonable values. 

Question 4.—What are the basic improvements in cur agriculture and mining that you 
would consider urgently necessary as a support for any policy of intensi¬ 
fied industrialisation ? 

Both in agriculture and mining a policy of intensive cultivation and large- 
scale production is indispensable. The handicaps and difficulties whether from 
foreign competition, or native deficiency in capital equipment, or efficient labour and 
technical skill, must be remedied or removed by an approrpriate fiscal policy. 

Taking agriculture first, it is common knowledge that there are many heavy 
difficulties that prevent the maximum potential yield being realised from that great 
source of primary production. The several projects now in hand are designed to 
remedy some of these handicaps of that greatest of our national industries. A re¬ 
ference has already been made in reply to Queston 2 (a) to some of the handicaps 
suffered by our cultivators and to the means of overcoming them. The uncertainty, 
irregularity, or inadequacy of water supply in the periodical rainfall is an 
old and serious handicap, which can, however, be remedied by the projects 
referred to above. But these are long term measures which will take years to ac¬ 
complish. For immediate benefit, therefore, some system of providing more re¬ 
gular and adequate water-supply suited to the small-scale agricultural producer in 
India found all over the country—like tanks or wells—is indispensable. And this 
can be provided without prejudice to the large-scale long-term multipurpose pro¬ 
jects of river-training, irrigation and electric supply. 

The new land brought under cultivation with the help of these large-scale pro¬ 
jects, or the reconditioned land which may be settled after these projects have taken 
effect will, of course, answer the long-term need of the country of increasing food 
supply and raw materials in the requisite degree. But, as mentioned already, they 
will take time,—between ten and fiteen years to reach their full capacity. During 
that time the shortage of foodstuff's and of industrial raw materials must take its 
toll upon the peoples vitality, unless immediate remedy or relief through import is 
provided. It is, therefore, to counteract this handicap that the suggestion has been put 
forward for the improvement of wells and tanks which are much more suited to 
small-scale producer characterising Indian Agriculture. The large-scale projects 
may then be left to provide a permanent and abiding remedy. 

Even if this primary requirement is met, our Agriculture would still have to 
face serious difficulty which prevents its yielding its potential maximum because the 
unit of cultivation is too small and fragmented to be economic in cultivation. The 
equipment of the farmer is also too primitive to yield all than can well be expected 
from the inherent richness of our soil. Some form of wholesale reorganisation, by 
a system of cooperative cultivation and landholding, is accordingly indispensable, 
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if cultivation is to be on a profitable and economic basis. The necessary complement 
of equipment, by way of cattle and agricultural implements, are more easy to pro¬ 
vide if such reorganisation is effected ; and the yield would also be much larger. 

The relative paucity of adequate replenishment of the inherent potential of the 
soil, depleted by centuries of cultivation, is another factor accounting for the poor 
unit yield of Indian farming. Artificial fertilisers have their use and are going to be 
provided in an increasing measure. Under the prevailing conditions of Indian far¬ 
ming, however, of the average soil and the kind of crops raised, it is likely that the 
benefit of this aid to agriculture is exaggerated. The value of organic manure is even 
today indisputable. A comprehensive plan today of appropriate collection and 
adequate distribution of that manure for use on cultivated soil is likely to yield much 
better results, without any untoward consequences which might need their own coun¬ 
teracting at a later state. Indigenous and organic manure, to which the land has 
been accustomed for generations is likely to yield immediate results and as such should 
be developed as intensively as possible. 

The Mechanisation of Agriculture by means of tractor-ploughing or mechanised 
harvesting, may well be deferred until the unit of cultivation has been substantially 
enlarged and the condition of farming entirely re-modelled. At the present time, 
the New Investment of capital in Agriculture is needed, more in regard to Irrigation 
by wells or tanks, better collection and distribution of organic manure, and scientific 
reclamation of culturable waste, than in a large-scale improvement in tools and im¬ 
plements of cultivation. 

Another direction in which capital investment in Agriculture will be fruitful is in 
regard to cattle supply, not only for ploughing the land and drawing the water from 
wells, but also for intensive development of the subsidiary industry of Dairying 
and Milk Products. India has disproportionately large cattle wealth ; but the 
yield from this source is dispappointingly small, utterly out of proportion to the 
number of cattle. Of the total number 60 per cent of the cattle are practically use¬ 
less and unproductive, being a.burden on the rest of the milk cattle as well as upon 
the country as a whole. 

Given the religious susceptibilities of the people in this country, the elimination 
of useless, over-age and unproductive cattle, leaving room to provide more adequate 
and nutritive fodder and other food for the cattle, has become a serious problem in 
itself. If we desire to increase substantially the yield from agriculture and its sub¬ 
sidiary and connected industries within the near future, this problem will have to be 
faced and solved. 

With all these remedies and improvements, Indian agriculture can within a 
reasonably short time, make up for all the deficit that to-day makes our economy 
unbalanced and comparatively unprofitable. At present the available food supply 
of the Indian Union needs to be increased roughly by 10 per cent, to come to the 
pre-war form ; and perhaps 25 per cent, to provide reasonable ration for every citi¬ 
zen in the land. Such improvement is not impossible to attain by the cumulative 
and simultaneous operation of the remedies suggested above. 

The subject of mining being a specialised one we can make only general observa¬ 
tions to the effect that latest capital equipment is badly needed to make the ores 
cheaper at the pit head ; and then cheaper transport is essential if the ore so brought 
up cheaply is to be of any benefit to the industries. Better working and living 
conditions are imperative if the average production is to go up. In mining 
there is scope for extensiveness since India’s mineral wealth has still remainded 
un-explored and so unexploited. 
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Question 5 .— What are the main directions in which our i idustrial development has pro¬ 
gressed since the Indian Fiscal Commission reported in 1922 ? Please 
give your appreciation of the same. 

Several industries have been accorded after reference to the Tariff Board and 
on their recommendation, fiscal protection. 

The principal method of this protection is to impose import duties on competing 
commodities imported from abroad, so calculated as ' o be sufficient to set off the 
■difference at which Indian industry could market their product, including a reason¬ 
able profit to the proprietors, and that at which the foreign competitor could sell his 
wares in the Indian market, after bearing all the cost; of introduction, including freight, 
insurance and banking commission. In several cases these duties have had to be 
very heavy, e.g. in the case of sugar. In some cases, these duties were madespeci- 
fic, which would increase the degree of protection whet, prices are falling, and vici- 
vetrsa. Because of this possibility of rising prices almost undoing the protective 
effect of specific duties, the tariffs have had to be frequently revised. In cases where 
the duties have succeeded in building up the indigenous ndustry to a reasonable level, 
but considerations of revenue would not permit such duties to be lowered, excise 
duties have been imposed on home produced goods, eitl er to divert a part of the be¬ 
nefit of such protection to the primary producer ; as n the case of sugar ; or for 
promoting research to improve the quality of the protected produce ; or purely for 
additional revenue. In almost every such cise the prot( coive duty has been granted, 
initially, for a limited period. Protection, however, has not been altogether dispensed 
with every time the initial period has ended. The con bination, very often, in one 
and the same duty, of the protective as well as revenue :>i*odueing principles has not 
proved invariably happy for either. 

Other forms of aid have also been provided for given industries, particularly 
in regard to ensuring bettor quality of raw materials >y special encouragement to 
scientific research, as in the case of sugar, which also en oys a very high tariff protec¬ 
tion. Direct financial subsidies or bounties have not been very popular with the 
Indian Government. 

The system of preferential rates on Railways or shipping freight has also not 
received attention worth the name. The railways beiig public monopolists of the 
State with heavy capital investment were not worked primarily as Public Utility 
Service, but rather as revenue yielding asset for the Stale which depended in a very 
considerable measure upon the surplus obtainable from this principal form of In¬ 
land Transport under public ownership to make up its deficit in the ordinary bud¬ 
get, in time of depresseon or during the War. 

As for the carriage of goods by sea, along the coas s or overseas carrying busi¬ 
ness, Indian shipping had a very small share in this business ; and what was ob¬ 
tained was rather through such portion as the foreign competitor had to yield in the 
face of growing national sentiment by specific agreements than to any deliberate 
fostering and development of this service by sustained assistance by the State to 
Indian enterprise in this field. There being no shippi lg business worth the name 
owned, manned, and controlled by Indian enterprise, and the foreigip shipowner 
would not suffer his service to be used for the purpose of fostering and developing 
Indian industry. The manipulation of the freight rates in favour of or for concealed 
protection local industry in the coastal and overseas carrif ge of such goods was beyond 
the keen and sympathy of the then Government of ’ ndia. Muteh less could the 
Shipping enterprise itself of Indians receive any sympathetic consideration by 
Government while it remained under the domination of competing powerful 
non-Indian interests. 

The transport of grain involves, it may be added, carriage of a very heavy com¬ 
modity which is relatively low in price, and yet occupi ?s a great deal of space. It 
admits of carriage in large quantities over long distance ; and the larger the quantity 



182 


the easier the carriage or lower its cost. Carriage by road or rail is bound to be se¬ 
veral times dearer than carriage by water, mainly because of economic factors that 
need not be detailed here. For a country of the length or seaboard of India, and 
with the available traffic in grain, coal or raw material so considerable and constant 
as we have in this country, it would obviously be much more economical wherever 
such traffic can be diverted to sea routes in place of inland carriage whether by rail 
or lorry. 

It would, therefore, be not the least part of a properly organised economy to> 
organise, distribute and allocate the available traffic for carriage so as to assign to 
each form of transport that particular kind of carriage which is most appropriate for 
its own peculiar organisation. In that reorganisation carriage by water transport, 
whether along the river or along the coasts, even for the local trade of the country, 
would be found to be much more economical, wherever it co'uld be diverted on a 
comparatively competitive basis. With modern equipment of cold storage and 
proper preservation of grain, and with the modern speed of vehicle, there need be 
no danger apprehended for any cargo of this kind suffering because of the 
perishable nature of the commodity. 

It is unnecessary to add more details of the growth, under such condition of 
unwilling encouragement, or industries which have received some half-hearted assis¬ 
tance or protection from the State, under the new Fiscal Policy adopted in 1923. 
This Policy of “ discriminating Protectioh ” was so discriminating against Indian 
enterprise in practice, that it seldom protected that venture. Such as it was, it was 
more than counterbalaned by British enterprise converting the new policy to their 
own advantage by claiming to be on a part with Indian nationals, and succeeding in 
getting a statutory bar against am* form of discrimination in favour of competing 
Indian enterprise in the Constitution Act of 1935. It was further neutralised, so 
far at least as the most formidable competitor of Indian industry was concerned, by 
forcing India into a system of Imperial Preference within less than ten years of the 
new policy being adopted. 

The sub-joined tables of production and equipment of certain Indian industries 
amply bear out the argument advanced above. 

TABLE II 

As for the “ directions of industrial development ” since the new Fiscal Policy 
came into action, the most noticeable change is of course the growth of established 
industries like Iron and Steel, Textile, Cement, Sugar or Matches. These, however, 
have grown on established orthodox line as shown by their volume of production, 
and the number of employees, character of equipment, or the number of establish¬ 
ments. The question for enquiry rather is whether they have grown to the maximum 
possible size that could be expected of such industries in view of the availability of our 
local raw material and cheap labour supply. The figures of imports and exports 
of the principal commodities including the products of the protected industries, 
given in another Table, speak for themselves. 

(See TABLE IV). 

India does not aspire to capture foreign markets by exporting the products of 
her protected industries. She has no desire to dump her wares on foreign lands and 
prevent the growth of their local industry. But eschewing such ambitious objectives, 
she can well aim at securing her own domestic market for her own industrial output. 
After 25 years of the policy of Discriminating Protection, India has not been able 
to achieve for her own local industry complete command of the home market; she 
cannot provide full employment for her surplus population pressing unduly upon the 
soil, in her own productive industry. She cannot build up all the essential require¬ 
ments, key industries, or vital services, like Shipping, which are indispensable to. 
enable her to maintain her national independence intigrity and security. 
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The only industry which may be said to have come into being as a result of the 
new policy of fiscal policy, is the Sugar Industry. It wi .s almost non existent before 
1930 ; and is now able to produce sufficient to equal pre-protection imports. More 
essential industries, like Iron and Steel, Machine-makir g and Machine Tools, Heavy 
Chemicals, or the basic industries of Transport, like Locomotives Coach or Wagon 
production and the production of their parts and access< Ties, Automobiles of all typea 
and for all purposes Ships and Aircrafts, are either still struggling, being but partial¬ 
ly developed or we have yet to make a beginning. Such steps as have had to be taken 
under the stress of the last war may have done somet ling to start such industries 
in this country. But once the War need was over, the preceding Government re¬ 
turned to its policy of apathy and indifference, if not hat of positive hostility, to 
Indian enterprise. And the threat of impending I epression, gravely affecting 
India’s public finance, in conjunction with other factori. noticed elsewhere have made 
it impossible for their successor to devote special care to those., industries, in anything 
like the proportion to which they are entitled. The result, therefore, of the Fiscal 
Policy adopted since 1923, in developing our industrial potential, both in volmme-ond 
variety, cannot be said to be very encouraging. 

Mention may be made, in this connection, of the damping effect? of the Budget 
presented by the then Finance Minister, Mr. Liaquat Ali Khan in March 1947. The 
heavy rate of taxation on incomes imposed, reaching u i to almost 95 per cent, in the 
case of individual incomes of over 34 lakhs, including super-tax and surcharge ; 
the capital gains tax ; the aftermath of excess profits d uty, and other smaller detail 
viewed in the background and the general spirits of t lat Budget, had a most dis¬ 
quieting and discouraging effect. A degree of uncertainty was introduced and 
heightened all the more by the reports of conflict of opinion in the innermost circles 
of the supreme Government. The doubt and hesitat on thus introduced have con¬ 
tinued even now, which the Industrial Policy enunciat ?d by the Government of India 
on April 6, 1948, guaranteeing a breathing space of 10 years, so to says for private 
enterprise in vast industries has not been able to unde. 

Question 6.—To what extent do you think our industrial development still fails short of 
our essential requirements ? Would you list our main deficiencies under- 
the following heads : 

(a) Lines of manufacture which you consider essential ; 

( b ) Volume of production ; 

(c) Overhead and operative costs ; 

(d) Quality of management ; 

(e) Supply of Capital ; 

(/) Availability of raw material , fuel and pouer : 

(g) Availability of high grade technical ability ; 

(h) Supply of skilled and unskilled labour ; 

(i) Efficiency of ttibour. 

The answer to this question depends very much upon the ultimate and definite 
objective goal of development expected to be achieved. 

The central objective of national Self-Sufficiency, atleast in vital and essential' 
requirements advocated above has naturally its lim tations. We must not lay ex¬ 
cessive emphasis on the possibility of working up all available and potential raw 
material to supply our own market within our own frontiers. Not only we may 
not be able economically to achieve this objective ii every particular, we must also' 
face the fact of growing modern international dependence and mutual obligations- 
which would be incompatible with such an ideal being rigorously pursued, by such 
a country as ours. The new aim of securing the greatest possible degree of Economic 
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-co-operation between nation’ sdemands that each country should keep its programme 
of local development within reasonable limits, and without being incompatible with 
its neighbours and customers. Scientific advancement, new discoveries, new inven¬ 
tions render inherited skill and traditional enterprise in particular fields obsolete. 
New processes, new machines, new equipment Substituting for old methods and de¬ 
vices often render once very profitable enterprise utterly onerous and unremunerative. 
Even the primary sources of production, namely, Agriculture, is now a days, exposed 
more and more to the threat of substitutes being produced by scientific means. Syn¬ 
thetic rubber for real caoutchouc, oil from coal, beet sugar, rayon silk, and even some 
new fibre which would take the place of jute, are actual or potential examples. In¬ 
dustry, moreover, tends to be more and more inter-dependent, so that the finished 
product of one industry becomes the raw material of another. These necessitate 
an ever widening division of labour which makes the several countries of the world 
integral parts of one world economy. The latest example of this kind may be found 
in the ilmenite sands of Travancore, which, until now, used to be exported in the 
original condition as raw material for being worked up abroad. By a recent 
Agreement, however, with American .^industrialists', the ilmenite and other sands aie 
processed here and exported for final utilisation in the paint industry in the United 
rStates. There are two standards of measuring such development, namely:— 


(i) The possibility of working up, within the country itself, of all its available 

and potential producible raw materials whether sufficient for own 
market as regards the commodities manufactured out of such raw 
materials, or in excess of such requirements. It must be remembered, 
however, that any such demand is progressively expanding with the 
growth of Industry and better diffusion of prosperity. Demand 
cannot, therefore, be taken to he rigid and fixed for all time; nor can 
supply through industry systematically protected and. actively deve¬ 
loped can always remain static. This objective must, therefore, 
be construed even if adopted as the guiding principle of the National 
Fiscal Policy, must be taken to be elastic in a certain degree. 

(ii) Alternatively, the aim of such policy may be the development of industry 

at least to the point where the entire local demand is satisfied by the 
home production, making allowance for its progressive expansion, 
and increasing purchasing power of the consumer. This sounds a 
more reasonable goal; but even here there is room for elasticity in 
interpretation. 

It must not be forgotten, however, that besides these two objectives, there is 
the consideration of providing sufficient volume of trade, both import and export, 
or cargo, as to maintain a reasonable volume and variety of shipping for the country 
concerned. The impoits and export represent the deficits or surplus production 
of the country, which must lead to inernational trade, however insistent the country’s 
policy may be in regard to self-sufficiency. It is such trade which would inevitably 
develop also the country’s shipping. 

These two are not mutually exclusive, as regards the optimum development 
of the Industrial Potential of a country like India. It is possible to reconcile the 
claims of the domestic demand to be supplied in as large a degree as possible by 
indigenous production providing full employment for its available labour, raw 
materials and technical equipment, with the aim of utilising and working up the 
whole of the available raw material produced, or possible to produce, at home by 
improved methods. This um, if achieved, can equally well provide full employment 
for the country’s labour, technical skill, scientific knowledge, and capital equipment. 
Production then may be irrespective of the volume of local demand. The surplus 
of such output would be available for export, either in exchange for equally neces¬ 
sary domestic requirements not profitably producible at home; or simply to main- 
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tain trade connection, with other countries and offer concrete proof of the desire for- 
international cooperation. Judged by either of thes ? criterian Indian industry 
cannot yet be said to have developed sufficiently to vindicate the new Fiscal Policy 
since 1923. This is not due to any inherent defect of that policy but rather to the 
very hesitating and half-hearted manner in which il was applied. The tabular 
statement subjoined indicated in general the extent to which certain selected 
industries produce and supply Indian market, and the extent to which they can be 
developed still further within a reasonable time to supply still larger volumes of 
local demand, provide greater and more varied employment to Indian labour and 
capital, and to work up our own raw materials to the inal stage of finished article, 
ready for consumption. 


(TABLE III) 

(attached) 

It may be added that the Table has been compiled following the recommendations- 
of the serveral Panels of inquiry regarding the scope ft r development in particular 
industries. Those Panels were appointed by the Planning and Development De¬ 
partment of the Government of India between 1945 and 1946, and on which 
Government have also announced their future policy. Further action in this direc¬ 
tion is held up, for the time being, because of unexpected handicaps of the new 
national Government. Cooling down of the zeal for intensified development- 
of indigenous industry to meet war-time Deeds may also be responsible for that 
situation. 

As regards the several items on which the question requires specific answer, 
it may be mentioned that:— 

(a) The lines of manufacture, which may De considered essential, may be listed 
to include, basic industries which are the parent of other ndustries; or Key industries 
which are important items in all round development of the country. 

This group includes Iron and Steel industry, in all its variety of products ; 
coal, the manufacture of machinery and mechanical equipment of all kinds for modern 
factories or workshops, together with their parts and ac?essories; machine tools and 
instruments of precision ; heavy chemicals, and industries connected with the manu¬ 
facture of ammunition, armament including modern weapons of all kinds for offence 
and defence required for present day warfare; and the foundational industries of 
transport by land., air or water and communication service. The production within 
our own country of railways material and accessories, in< hiding locomotives, wagons, 
carriages and coaches; their parts, accessories, and equipment; automobiles of all 
sizes and for all purposes of trade or travel; ships, bofc i for commercial and naval 
use, in all sizes, shapes, and functions, under the present conditions of overseas 
commerce and national defence; and aircraft for the same purposes. 

In most, if not all, of these lines of development th s country is still deficient. 
The result is that our imports have to be very much irif ated. The cost is unneces¬ 
sarily and disproportionately high for normally running these services and opera¬ 
ting these industries, the basic requirements of which are to be imported from abroad. 
If, therefore, we desire that the import trade of India be more rationalised, and con¬ 
sist mainly in articles or commodities which cannot pos sibly be produced from our 
own resources, it is absolutely necessary that all the available local resources are 
fully developed and worked up through all stages to the ultimate consumer. 
If the country is deficient in these basic requirement!, they must be, of course, 
obtained from abroad to help build up the national industry in these categories. 
But a definite time limit will have to be fixed for such bi ilding up process to reach 
its required height to make the country independent of foreign imports. 
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Modern industries, it may be added, are so inter-connected and inter-dependent 
that the raw material of one industry is often the finished product of another. This 
is an endless chain wherein it becomes impossible to distinguish the primary from 
secondary production; and intermediate from final consumption. Under these 
circumstances, the development of one industry suitable to the conditions of the 
country, or vital for its security, may necessitate the simultaneous growth of several 
others which have to serve as accessories or ultimate consumers. 

The only limit to such expansion may be found in our own available! icsources 
of raw materials, technical skill or capital equipment. The raw material may¬ 
be, at a given moment and in certain categories, limited, and incapable of 
expansion at least for the time being. But, even in this case, the possibility must 
not be overlooked that much of the basic raw materials even if limited at a given 
moment, are capable of improving in quality and increasing in volume, so that while 
the industry working up these raw materials is being developed to the optimum degree 
where the whole oi the raw materials available at the start are worked up into 
finished goods, the quantity and quality of the indigenous raw'material may also be 
increased and improved to meet the next stage of development and expansion. Im¬ 
proved mining or cultivation, which at present may be lacking but which may soon 
be adopted, w'ould yield better crop or mineral. But when every allowance is 
made for such improvement, there may be a physical limit to increased or improved 
production of raw materials within one’s own country; and that may set a limit 
upto which oidy the local industry, however important and essential, can be 
advantageously developed. 

We have hitherto emphasised the utility of protection to indigenous industry, 
as if it was to work up our own raw materials into finished goods. Under condi¬ 
tions of present-day economy and the inter-dependence of all forms of industry, 
it may quite possibly be that certain processing industries, Which are not merely 
working up raw materials but intermediate also, may also require protection. 
Granting all this, we must not lose sight of the fact that India is now an independent 
sovereign State; and as such she must make all the provision she possibly' can to 
•develop certain basic or vital industries which are indispensable for our very exis¬ 
tence whatever the cost. And these industries must, in the period of their infancy, 
so to say, must be fully protected as and when required. 

So far as India is concerned, there need be no fear of any such inescapable limit 
of the required raw material, at least for developing our industries to equal the 
local demand. Much more clearly, there is no such absolute limit to the available 
labour; or even technical skill and capital equipment, indispensable for the ade¬ 
quate development of modem mechanical large scale industry producing 
primarily for local consumption. It may be that at any moment our labour supply 
is not efficient enough, as compared to more advanced countries. It is also said 
that our capital equipment is either not sufficient, or not of the same standard of 
efficiency in production as in other competing countries. No doubt in both these 
there is room for improvement, as will be shown below when answering other speci¬ 
fic points in this question. At this stage it is only necessary to emphasise that the 
limits or deficiencies, or handicaps in these respects, even if admitted, are neither 
so rigid or incapable of alteration, as to preclude any possibility of developing all 
round industry, if an energetic and consistent fiscal policy is adopted and enforced. 

So far, however, as one of the most vital, basic or key industries for the country’s 
transport industries is cncemed, viz., shipping and ship building, it must be stated 
that this country continues to be backward and deficient in this matter to an un¬ 
pardonable degree, for no irremediable lack of these requirements. Our back¬ 
wardness in this behalf is due, not to the absence of indigenous resources W’hether 
of raw material, labour, or local demand. As mentioned already, it is due almost 
entirely to the relentless opposition and cut throat competition by foreign vested 
interests in the field; and the sympathy and support of the then Government to 
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those alien interests. Throughout they acted in flagrant prejudice to the indege- 
nous enterprise, the moment it appeared on the scene as effective competitor. 

The target fixed in this respect of the shipping tocnage deemed reasonable to 
begin this business on a proportionate scale, is two million tons. This would suffice 
to secure a fair share in the coastal trade of the count! •y as well as in the overseas 
■commerce. This tonnage cannot and need not n« cessarily be all built im¬ 
mediately within the country. An active policy, hawever, of developing ship¬ 
building of the modern type within the country has already been accepted. But 
the single modern shipyard, capable of building ocean g ling ships of 8,000 tons each 
and started under the stress of wartime shortage in ships, is struggling hard and pain¬ 
fully to maintain its very existence. The vessels it has built so far are naturally cost¬ 
lier than similar craft obtainable from more establif hed shipbuilding yards of 
Britain or America. This may be explained partly by lack of sufficient technical 
skill and experience; but in the major part it has to suffer because of insufficient 
industrialisation within the country, and the consequent need to get parts and 
accessories from an intensively seller’s market. And that, too, without any backing 
worth the name from the country’s Government, notwi’hstanding the fact that they 
are committed to establish three modern type ship-builc ing yards in the country. 

Our immediate requirements, however, in the maiter of adequate shipping for 
the coastal and overseas trade, is quite modest. The heavy cost of construction in 
this country, having to import a good deal of the basic materials, parts and accessories 
for ship-building from abroad, renders it desirable to obtain the immediately neces¬ 
sary shipping by purchase from abtoad from the surplus stock of other countries, 
like the United States. Even if those ships may not be as economical in initial or 
operative costs, they would be better than having no ships of our own until we 
build ourselves. The objective here envisaged, has bee)i accepted by the new Gov¬ 
ernment. Its implementations, however, is proceeding at a much slower pace 
than is in the best interests of the country, though a re recognise the Exchange 
difficulties that prevent full realisation of this aim. 

Meanwhile, factors are at work which make even the existing enterprise more 
and more handicapped, and the service more and more difficult, and losing for the 
ship-owners to render. Unless more active and energetic steps are taken to keep 
alive and stimulate the existing enterprise, it is likeiy this very essential service, 
and a key industry may be stifled, or not develop to the optimum degree desirable 
in the long range interests of the country’s commerce, and its national security. 

(b) Volume of production .—The statistics given in an earlier table should suffice 
to answer this point. Industrial production taken co lectively, is still much smaller 
than the primary production from Agriculture, its connected or subsidiary industries. 
After 25 years of the so called protectionist policy, there is yet no sign of that balanc¬ 
ed economy which would distribute the burden of employment evenly. Whether 
National Self-Sufficiency atleast in vital and essential requirements or balanced 
eoonomy, be the objective of the Fiscal Policy, it has so far achieved neither of these. 
Poverty is consequently wide-spread, and seemingly incurable. 

(c) Overhead <& Operative Costs .—No reliable statistics are available to indicate 
the relative proportion of these items in the total cost of production. The Manag¬ 
ing Agency system of Joint Stock enterprise in India, dominating the largest sec¬ 
tion of modern-type organised industry today has b Jen in some quarters held res¬ 
ponsible for the disproportionate incidence of this item, especially as it does not bring 
corresponding economy or efficiency in production, bn the other hand, the system 
has been claimed to provide very important aids or facilities for the continuous and 
profitable operation of an enterprise. Finance at need by the use of the agent’s 
own credit, if required, not only to tide over worki ig difficulties but also as initial 
capital; business connection for marketing economically; technical experience for 
operating complicated mechanical devices and equipment; and taking risks in the 
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initial stage as well as in the course of the business. It may be a moot point in. 
some cases if the Commission or consideration demanded for these services is at all 
commensurate with the,value of the service rendered. But it cannot be denied that 
the Managing Agency system has been mainly responsible for whatever achieve¬ 
ments the country has to its credit in the industrial field. There is no alternative 
agency which can replace it and undertake the work of promoting, underwriting 
and financing industries. There is no organised industrial banking and the Indus¬ 
trial Finance Corporation at the centre is not prepared to underwrite share capital. 
The ordinary banks are prepared to finance only relying ujon the financial standing 
of the Managing Agents. There is also the consideration that some well known 
name, associated with an enterprise Managing Agents, provides attraction for 
capital, which may ensure the initial success of that enterprise, that would otherwise 
have not even come into being, In view of these the system of Managing Agency 
cannot be discarded now and will have to be continued for a reasonable period of 
time at least. We are of course opposed to the principle of heredity in Mana¬ 
ging Agency. The system can be improved also by giving representation on it 
to financiers, administrators and technicians. 

It is, however, not beyond reason to expect that, under popular and responsible 
Indian Government, the conditions may change very soon. Government themselves 
have set an example by reducing top salaries of their highest category of public 
servants, fixing more reasonable level of normal increment to the top, and a living 
wage to the lowest grade. The example thus set is bound to react, in course of 
time, upon private employers in industries, commerce, or their accessory and 
incidental services. The claim of private industry for fiscal protection or other 
assistance would become unanswerable, if the private owner of such concerns 
is able to show all possible economies they can effect have been made, and all possi¬ 
ble efficiency they can achieve has been realised. If in spite of that foreign compe¬ 
tition makes it impossible for them to exist, every ounce of protection, aid or en¬ 
couragement they need must be freely given. 

( d) Quality of management .—The contribution of skilled management to make 
an industrial venture successful has been recently recognised, in an adequate measure,, 
by Indian capitalist enterprise. Competition with foreign enterprise technical 
complications of new ventures, and the conditions of fiscal protection of particular 
industries, or of state assistance made employment of properly trained, experienced 
and qualified personnel on the managerial side as important as on the technical side, 
of each venture. Economic and efficient conduct of an industry or business is a 
condition precedent to its successs. But even if this principle of sound business 
management has at last come to be recognised, it still governs mainly the relati¬ 
vely subordinate posts. 

In proportion, however, as the size of each enterprise grew; in proportion as 
the need for co-ordination and integration of mutually connected or dependent enter¬ 
prises began to be perceived and in proportion as the all-round value of 
skilled and qualified workers began to be understood as a guarantee 
of success, the quality of management inevitably began to improve. The conditions 
moreover usually imposed for the grant of protection to any industry made it necessary 
for every unit in that industry to secure trained, experienced and really qualified 
management. At the present time, therefore, in protected industry, India, taken 
as a whole, does not lack in suitable personnel, properly qualified and adequately 
experienced. 

This does not mean, however, that there is no room for improvement in th 
regard. A welcome and noteworthy feature of the present Government polic 
and of public opinion in general, is to establish proper training institutions for eac h 
different kind of enterprise. 
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In the early days, moreover, of modern industry in India, when the technical 
training facilities were lacking in the country special facilities were demanded for 
training suitable persons abroad. Indian opinion has ai ways insisted, in all Govern¬ 
ment contracts for stores upon a condition for training Indian technicians in their 
works. It has likewise demanded that the products of meh Indian training be em¬ 
ployed as soon as available in Indian or foreign enterprise working in this country, 
as a condition precedent to their being permitted to cirry on their business, or 
receiving protection or aid. This condition is not, however, universally observed. 
The progress, therefore, of Indianisation in the superior branches of technical or 
managerial employment of suitably trained persons is ’elatively slow. Inasmuch, 
however, as the number of such specially trained persor nel is still small, the prob¬ 
lem of employment of specially trained national personnel is not causing the same 
degree of anxiety as the broader problem of employment for educated youth in 
general has caused in the last generation or so. 

(e) Supply of Capital .—It is commonly alleged tha Indian capital is shy for 
investment in the modern productive industry worked ty power-driven machinery 
nn a large scale, and engaged in large scale production as much for home consump¬ 
tion as for export. The direct contact between the pro ducer and the consumer, 
vhich was characteristic of the days when these industries were working on a rela- 
ively small scale for known local nlarket has disappeared ; and production has 
>ecome more and more for an indefinite market, whether within or outside the 
ountry. The average Indian capitalist of those days wi ;h relatively small amount 
o invest fought shy of such investment mainly because ho was unfamiliar with the 
echnical side of the new type of industry. The marketing of its produce, likewise 
-r the business side of that industry was under conditions also unfamiliar to him. 
die one guarantee of success in competition was lacking for Indian enterprise in 
ndustry as the foreigner was more forward. 

In the early days of British rule in India, therefore, Indian capital kept away 
rom the newer type of Industry, and confined itself to tie easier role of financing 
ocal, small scale industry, or conducting local trade. 

In proportion, however, as the nationalist consciousness grew, and more and more 
ndian enterprise came forward to take charge of new' irdustry, local capital was 
'so attracted in small doses. With a modicum of protr ction since 1923 to such 
iterprise in selected industry, capital investment begs n to expand. Figures 
ven elsewhere, in reply to an earlier question, indicate the investment of capital 
the leading Indian industries. Most of this is Indian capital, though foreign 
id particularly British investment in Indian industry has i ot disappeared. Indian 
pital investment in modern industry is steadily expanding since 1923, though even 
iw it is not in proportion to the vast leeway to be mado up, and the immense 
sources awaiting development. 

The institutions and devices, moreover, which help to mobilise and collect the 
ailable capital for investment as soon as it is formed and direct such capital into 
propriate channels, are also in an elementary stage, still, in this country. Banks 
d credit facilities are confined to a small section. It is perhaps also true that 
r financing institutions have either insufficient resources to provide enough 
ids for productive activities or lack confidence and adventurous spirit to finance 
im. It is therefore necessary to re-adjust our credit structure to enable our 
iks and insurance companies to lend under necessary safeguards increasing sup- 
:t to industrial enterprises. The predominance morecver of finance capital 
her than inves f "ient capital works against a much large - volume of permanent 
'estment in relatively less profitable enterprise is unavoidable. To correct these 
• inherited handicaps, and to discover, mobilise and em.jfl.oy all available as well 
new capital that is being formed, specialised institutions, devices, and properly 
ined personnel are necessary. The institution established last year by the 
vernment of India of an Industrial Finance Corporation, upecifically designed to 
vide industrial finance is an example of the progress necessary, However if 
M. of Con, 
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this initial handicap is to be effectively removed, there should be similar institutions 
in all provinces. If adequate investigation is made of the sources of capital and 
of the capital still remaining unemployed, or looked up in ornaments and jewellery, 
by the richer classes of Indian society, and effective steps taken for its investment, 
a comprehensive plan of intensive industrialisation may not suffer much for lack 
of the necessary capital. But to facilitate rapid industrialisation of the country 
Indian capital needs to be supplemented by foreign capital. Suitable conditions must 
be provided to attract such capital to come into India, but there must be suitable 
checks on the undesirable activities of foreign firms in India as otherwise large foreign 
combines with world-wide ramifications and vast resources might operate in our 
country to the detriment of indigenous industries run by nationals of the country. 
It may be worthwhile to reiterate here the Organization’s view that such foreign 
capital as may be required by the country should be secured preferably in the form 
of loan "rom abroad on equitable terms under guarantee from the Government of 
India. The proceeds of such loans should be directed to such productive 
channels as are most beneficial to rapid economic development of the country in 
line with the Government’s policies of planned industrialisation. 

<f) Availability of Raw Materials, Fuel and Power .—Raw materials for the 
leading industries of India are not lacking at least so far as the targets fixed by official 
panels, appointed by the Planning and Development Department of the Govern¬ 
ment are concerned. Figures given earlier in these answers concerning the 
extent to which the leading industries have developed in this country, under 
even a modicum of encouragement or protection accorded by the Government of 
the land, indicate that the lack of raw materials will not be a serious handicap or 
impediment to many of these industries. 

Figures given in another table above indicate, however, that in regard to some 
industries, like cotton or jute, there has been in recent years, and particular!} 
since the partition, a decline in the volume of raw material available within th< 
country. The factors which have brought about this decline are not impossible ti 
remedy. By intensive cultivation and scientific farming or mining it is possible ti 
improve production of such materials within the Union, of India. It is possibl 
also to put more land into cultivation, and make that land more productive per uni 
that has been the case so far. A radical reorganization of all the primary source 
of production—Agricultuie, Forestry and Mining—is necessitated under the altere 
conditions and unless that is accomplished in respect of the primary needs of foo 
and raw materials, the very existence of this country would be at stake. 

Where, however, despite these efforts, increased production of the requisil 
raw materials, in the required quality and quantity, is not feasible within the’eounti 
in a short time, it is possible to supplement home production by import from or 
neighbours across the seas, both East and West, who are better situated in th 
behalf than ourselves. Egyptian and Uganda cotton, Pakistan jute, Malayan rul 
ber, Burma rice, oil or wolfram, are not impossible to obtain, even if we do not f 
further East or West, and seek in Amerrca or Europe, China or Japan what v 
cannot produce at home, or get from neighbours and customers nearer home. 

Difficulties of exchange, now impeding our foreign trade affect particularly tl 
trade with the so-called “Hard Currency” areas. They will not materially obstru 
the trade in these materials, which concerns countries mostly accessible, and fro 
which the rquired quality and quantity of these materials can be obtained. 

True, these countries are themselves embarking upon planned projects of tin 
own national development. But in those programmes increased and improvi 
production of such materials occupies a very respectable position. Their own i 
dustries to consume these raw materials will take time to grow. The prese 
surplus of their raw materials may thus be easily disposed of to India with mutr 
advantage by what time we in this couusty also improve our own raw materi; 
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position. Under these circumstances, the shortage or the time being of some raw- 
materials need not be considered to affect our leading industries, nor prejudice their 
development to the optimum suggested 01 target fixed by the Panels. 

The principal source of power supply to modern mechanised industry in India 
today is coal. Our present supply of that mineral is inadequate to meet all the need 
of the progressive and intensive industrialisation. Hitherto that deficit used to be met 
by supplementary fuel from our forests. But forests have their own use and role 
in our national economy ; and so restrict i ins may ha re to be imposed upon reckless 
using up of wood fuel from forests. Ini ' enous coal production, however, is steadily- 
increasing ; and though not yet suflficier_. ,o keep pac ; with the growing demands of 
modern power-driven industry. Coal fn m Bihar, Bei gal and the Central Provinces, 
provided a fair proportion of steam power necessarj for operating all our modem 
mechanised industry. New methods and instruments for improving coal production, 
moreover, are now being considered, and likely to 1 e applied in the near future. 
This particular handicap, need not, therefore, be overemphasised. 

We have already pointed out in an earlier occasion the advisability of utilising 
all available water transport for carrying bulky cargo which cannot afford the high 
freight of railways. The most outstanding example s that of coal or grain which 
can be carried in bulk and which can easily be supplied to meriting provinces by 
sea transport. On the sea-board or easily accessible therefrom are also situated 
the principal industrial centres of the country which would require coal as fuel. 
These would find it much more economical if this fuel is supplied to them by sea 
transport from Bengal, Bihar or C.P. collieries. 

Finally, the handicap in this source of power is f ?lt more because of transport 
bottleneck, than because of its own deficiency. Movement of this bulky commodity 
from the minehead to the factory or workshop which requires this material is slow 
because of wagon shortage, slow turn round, and the usual labour troubles. 

Improvement i n the transport service by -land, £ nd much more by water, is 
thus generally admitted to be the prime need for remedying the present position. 
Steps are being taken we are told, to improve the railway transport which suffers the 
worst from congestion, worn out equipment, and labour troubles. So far as shipping 
is concerned, not only is the carriage of a bulky co nmodity like coal relatively 
cheap by water ; it is possible to supply and supplement the domestic supply from 
outside sources, like Africa or Britain field. But, for his, we must have adequate 
shipping of our own, to be able to command and manipulate the tonnage to any given 
end at any given moment. It cannot therefore be emphasised too much, and re¬ 
peated too often, that one of the greatest and most urge] it needs of a progressive and 
expanding national economy of the size and the potent ility of India is to have an 
uptodate, adequate and efficient transport service in which shipping will occupy no 
secondary position- With a torstlino of 4,000 miles, ard with coal freight running 
into millions of tons, every yea. the vital importance of this industry in our national 
economy, in the process of building up and being developed, cannot be stressed too 
much. 

An important supplement (which may even become a substitute) for the power 
available from coal is electric energy. The present output of electric energy by the 
existing hydro-electric works and other sources of produ:dug electricity is compara¬ 
tively very poor. Large projects, however, are now- in hand for harnessing the 
flowing waters of our principal rivers which are exnected tr ' -icrease very substan¬ 
tially this indispensable adjunct to modern industry. It is much more economic 
and efficient than steam power generated from coal or wood fuel. Being a public 
monopoly in generation and regarded as an essential pubic utility, it is likely to l© 
supplied at comparatively lower rates than, private producer supplies it to-day. 
It may be that the capital equipment of our existing imlut.lies worked by steam 
power, would need to be radically altered to facilitate the use of electiic energy in 
working the plant, machinery and equipment. But the economies resulting from the 
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usa of electricity as against steam are so groat- in almost every instance, that even 
wholesale capital replacement of plant and. equipment of these industries would be 
more than made up by the savings in fuel cost in a few years. The new projects of 
producing electricity would, however, take years to be completed. The growth of 
expanding industry ought not to be impeded for lack of this essential requirement. 

Finally, a new source of power alcohol made from sugarcane waste or as well as 
from other wild products of forests in India is already engaging attention on a large 
scale. India is relatively poor in the native supply. 

(g) Availability of high grade technical ability .—This is the one factor in which 
so far as modern mechanised industry is concerned, India may still be said to be 
deficient in the requisite technical training and experience. The aggregate volume, 
of scientific manpower is, according to a Report at the Science Congress of 1947, 
by no means small. But much of this personnel is engaged in teaching only. The 
necessary personnel, needed to staff and manage the work of new industries or ex¬ 
pansion of existing industries, in consequently lacking or in, short supply. Foreign 
technicians have, therefore, to be imported; and many of latest expansion or ex¬ 
tensions, like the projected Steel Plant, the new power projects, production of tele¬ 
phone instruments and equipment, locomotive and automobile works, as well as 
heavy chemicals and industries concerned therewith, have lo be helped by their 
advice or active employment in tiie initial years. 

A welcome feature of the present administration in this regard is the resolve to 
develop in India high grade Training and research institutions ; side by side with the 
projected industrial development. The lack therefore we now feel of Technical 
skill in the required volume will not be a handicap in the near future. 

As in the case of raw materials, moreover, local deficiency can be remedied by 
import from abroad. It is particularly easy, in this connection, as well as economic to 
get from those war torn countries of Europe and from America which have a super 
abundance of such personnel unable to find employment in their own country, 
aftermath of war, the skilled technicians and experienced scientists we need for 
the time being. 

German scientists and technicians, are available in large numbers. They are 
believed to be efficient as well as economic. This difficulty, therefore, which is after 
all of a temporary character, can be easily overcome, and need not be made an 
excuse for delaying the progress of new industry or expansion of existing ones. 
The system of getting our own young men suitably educated already, in foreign 
factories or workshops, with the help of State scholarships is also being tried. Its 
greatest benefit, however, would be realised only if careful plans are made in 
advance for their employment when they return after receiving such training, so 
that both the trained individual and the country’s industry may benefit. 

The need for trained Indian personnel for shipping is becoming the greater as 
now it is becoming difficult to recruit cert ified officers and engineers from foreign 
countries. 

In the particular case of Ship- building, the necessary technical personnel is not 
entirely 1 icking. Nor has that been urged as an excuse for the present backwardness 
xn that vi ally necessary for the nation. For the manning of our shipping, the neces¬ 
sary training institution of Deck Officers was established in 1926 ; and facilities were 
extended to Marine Engineering in 1935. Lack of suitably trained personnel to staff 
and work our shipping service cannot explain the yet undeveloped state of that 
service, a quarter of a century after the Mercantile Marine Committee had recom¬ 
mended an early establishment of a modern, adequate ship-building industry in 
India, and progressive expansion of her Mercantile fleet to take a fair share of 
her owr carrying trade. 



148 


As legards the personnel for ship-building, the number of foieign technical mei 
required is after all very small. The Vizag Shipj ard began with about a dozei 
Englishmen of all grades, and their number has boon since reduced to seven in £ 
Yard employing 4,500 workers, skilled and unskilled. 

( h) Supply of ?Hlled and unskilled labour .—So far as unskilled labour is con¬ 
cerned there is, indeed, no lack. But the conditions of v ork in a modem factory or 
workshop, and the alternative attraction of the traditional occupation in agriculture 
to the bulk of these workers, militates against steadily increasing industrial labour, 
and the efficiency and productivity oP the industry, 1. is employed in. Tt is unneces¬ 
sary to go further into the factors which affect the regular supply of efficient labour 
in modern industry. 

So far as skilled labour is concerned, apart from the factors mentioned above 
under the preceding item, skilled technicians are rapidly increasing in number. 
The system of Appr enticeship in many of the technical trades is being widely adopted. 
The progress of the industry, in so far as it depends uj on the adequate supply of such 
labour, is not particularly handicapped. 

The institutions, however, o-' technical training and the organisation of ins¬ 
truction and methods of training there adopted, leave still much room for improve¬ 
ment. The process also of co-ordination between the supply of such trained labour, 
and its permanent employment in productive industry remains yet to be achieved 
to the point where there would be no avoidable wastage of such skill. Immediately 
after the war the Government of India embarked, upo i an intensive policy of getting 
trained abroad large number of highly educated youths. But there was no simul¬ 
taneous plan of industrial development or expansion t :> absorb these young men and 
women after they received the training and returned i o this country. A large num¬ 
ber of them, consequently remains either unemployed, or is employed in positions 
and on work not at all in accordance with their training and experience. This is 
due to the lack of careful planning in advance. It is es sily remediable ; and when the 
disparity is remedied, industrial advancement in so far as it depends upon the skilled 
labour, would no longer be hindered. 

\i) Efficiency of Labour .—The efficiency of India) i labour in industries already 
established is generally admitted to be relatively lower in comparison to the more 
advanced industrial countries, and as judged by out pu The fault lies, not so much 
with the capacity of the workers, but to his insufficient education and training. The 
usual conditions of work, and the general habits and < ustoms of the people, also do 
not make for over zeal or efficiency. The plant and m ichinery which in many cases 
are worn out or obsolete, naturally do not yield compa rable results. The continued 
domination of an alien race for over a century, and ceaseless exploitation of the 
land and its people for another’s benefit has engendered a feeling of indifference which 
unconsciously colours the thought and work and general attitude of all classes 
of our people. The workers share that sentiment in tl eir own way and apply it all 
unconsciously to their work. They lack a sense of i identity of interests in their 
employment; and so cannot put out the best that lies in them. Unfortunately, 
however, even the will to do so is lacking. The war-time experience, however of 
modern enterprise established in this country under A nerican management showed 
that, man for man, and with comparable conditions the Indian worker was able to 
yield more or less the same results as his American p -ototype. It gives sufficient 
ground to hope that, with improving conditions of work, the Indian worker would 
show the same or comparable efficiency as bis prototype in other countries. 

Question 7 : —(a) Please give a broad analysis of the prest nt position of small-scale and 
cottage industries in the economy of this country. 

(b) What should be the relations between — 

(i) small-scale and cottage industries and agriculture ; and 
{ii) small-scale and cottage industries and large-scale industries ? 
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{a, This question dealing with a very large sector of our national economy. 
It is impossible to be epitomized in the space of an answer to a single question. 

Small-scale and cottage industries are still a considerable and important feature 
of our national economy, providing employment,—part time or whole time for very 
large numbers, and meeting the demand of a fairly large section of our domestic 
market. Only a very few of the existing industries are yet mechanised, working on 
mass production basis of standardised articles for an unspecified market. And 
oven in those industries the small-scale producer is by no means extinct. The most 
notable example is that of the Indian cotton Textile industry, the oldest mechanised, 
the largest employer of factory labour, capital investment, and value of material 
produced. Nevertheless the hand spinner of cotton yarn, or the hand-loom weaver, 
in the peasant’s cottage still numbers hundreds of thousands, if not millions. In 
iron and steel, cement, sugar, leather work, silks and woollens the cottage -worker still 
continues to carry on his ancestral or traditional industry, without modern machinery, 
■Without borrowed capital, without hired labour. In non-mechanised branches he 
still holds a monopoly. 

Whether this type of industry is comparatively economic to work specially in 
modern mechanised industries developing on large scale basis, is another matter to 
be considered by itslef. The place, however, of the Cottage Industry in the aggre¬ 
gate economy of the country and in several crafts is unquestionable. For the moment 
at least, when there is a great shortage of the goods they produce, when new capital 
equipment cannot be got for expanding mechanised industry, and when they help to 
meet a good part of the local demand for consumer goods which their mechanised 
•counter parts cannot provide their utility cannot be denied, their integral role in 
our national economy cannot be questioned. Not even the most ardent advocate of 
mechanisation in all industry can advocate their immediate liquidation. The Cottage 
Industries would, however, be more useful if their organisation is placed on a 
more efficient footing ; and they are worked more economically in the matter of 
-tools, material and labour. At the present time they are in the hands of small men 
who are unacquainted with market conditions affecting their own production, who 
are unable themselves to take full advantage of all the facilities in Transport or Finance 
available, to them, and incompetent to master and give effect to technical improve¬ 
ments or innovations occurring in their craft, even if worked on a small scale as 
cottage industry. And that is not for lack of public sympathy with them. Ever 
■since the Congress started showing special attention to the cottage-worker, parti¬ 
cularly the hand-loom weaver and cotton spinner, public sympathy and a desire for 
more active aid to such workers are not lacking. But the competition of large-scale 
mechanised industry, commanding undeniable economies, has effectively impeded 
their revival on any considerable scale. They have indeed no problem of labour 
discontent, as they are owned by the individual who is both owner and worker. 
But cottage industry is usually subsidiary or off-season employment when the princi¬ 
pal occupation of Agriculture does not demand whole time attention. The work in 
the industry thus naturally becomes intermittent; it suffers in regularity of supply, 
or standardised quality. Its product, therefore, cannot command certainty of a 
definite market. They have, moreover, credit difficulties, lack of adequate working 
finance, and generally absence of organisation for purchasing raw material, stores, 
or implements. It is unnecessary to add, that in an old country like ours, which has 
been long accustomed to a variety of small-scale, individual industries, the main¬ 
tenance of both the large-scale modern type mechanised industry and of the cottage 
industry simultaneously is not only not impossible or undesirable ; it is, as a matter 
of fact, indispensable for a balanced economy of the country. Our people are so 
accustomed to supplement their income from land,—which is even today the prin¬ 
cipal source of livelihood for more than 4/5ths of the population,—by part time 
employment in small scale industry, that no amount of intensive industrial develop¬ 
ment can altogether do away with such industry. In other countries, too, the 
simultaneous maintenance of large and small scale industries is not unknown e.g., 
in Japan, Switzerland, Sweden, which rank among the highly industrialised nations 
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of the world. The advent of electricity, moreover, facilitating the decentralisation 
of power-driven machinery so as to enable its employment in cottage industry pro¬ 
moting economic production, further supports the smaller scale cottage industry, 
whether as supplementary occupation or even as the primary source of livelihood. 
In the Fiscal Policy of the country, therefore, it would l e undesirable to concentrate 
exclusively on the development of large-scale industry t r the prejudice or extinction 
■of the small-scale industry. Such an attempt would hurt both, and incidentally 
would prejudicially affect the general economy of the country. 

So far as Fiscal Policy is conerned, Cottage Industry has benefitted automatically 
from protective import duties, imposed to foster the corresponding large-scale 
industries. It is safeguarded upto a degree against foreign competition along with 
the large-scale indigeneous industry. The degree of fiscal protection, however, 
recommended by the Tariff Board and accepted by Got emment in specific cases,— 
being calculated from the standpoint of the large-scale, nass producing, mechanised 
industry, is not always adequate to the needs of the C ottage Industry in the same 
branch. But the main danger to the cottage industry comes from the protected 
mechanised large-scale indigenous industry. If these snail-scale industries are to 
be retained as integral and pemanent feature of our nal ional economy, their handi¬ 
caps in respect of creditor finance, marketing and orgar isation, as well as technical 
training will have to be remedied, before they can offer any substantial promise of 
adequate and regular supply of standard quality. 

(6) (i) Hitherto the relation of small-scale and cot .age industry towards agri¬ 
culture was that of a subsidiary to the principal. Agri< ulture was a primary occu¬ 
pation absorbing all time, energy and experience of the c ountry who took up cottage 
industry only as an off-season employment supplementi ig the limited income from 
the principal occupation. It is, therefore, an urgent task: of our national economy 
to reorganise both Agriculture and small-scale industary, so that that occupation 
may be either better dovetailed into the principal task, or the two separated from 
one another so that each may thrive in its own way. So long as Agriculture remains 
a seasonal occupation with units of cultivation of microscopic size, it would be a 
waste of energy to effect a complete separation ; or thir k of scientific development 
of the cottage industry with the principal source of livr lihood. An alternative re¬ 
medy would be to find employment in modern large seal e industry and its ancillary 
services for the surplus population on land,—the surplus being determined according 
to some definite standards of measurement,—so as to rrlieve agriculture from dis¬ 
proportionate pressure, secure full time attention to itn connected small-scale in¬ 
dustry, and bring about a more balanced economy in the country as a whole. 

Even if Agriculture is reorganised to provide a more mstained and remunerative 
occupation the year round for the population deemed idequate for that purpose, 
complete separation of cottage industry or small scale industry from Agriculture 
would be brought, with disadvantage. The women for instance of the agricultural 
population, who may not be employed full time in actual or direct task of land culti¬ 
vation and crops gathering, may find profitable employme nt in these part-time small- 
scale industries. Similarly, those persons who possess special skill in this regard 
would also be more profitably employed in this direction. The problem of Agri¬ 
cultural reorganisation and resettlement, therefore, has ils limitations which cannot 
be ignored. 

(b) (ii) In so far as the small-scale or cottage industry products compete with 
the corresponding large-scale industry, the former would be at a certain disadvantage 
because of the greater economies achieved in the latter. Labour and Equipment 
engaged in the latter are more productive per unit; wo 'k is better organised and 
perenial; raw material more abundant and better chosen. Even th market, 
unknown as it is, is more certain than with the small producer. The latter takes 
all the risks of his enterprise, and provides all the labour ; while the worker in the 
former takes no risks and so can devote more wholehearted attention to his stipulated 
time and type of work. 
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At the same time, it must be noted that in so iar as the samil-scale industry is the 
special domain of high by skilled craftsmanship, or artistic creations, there will always 
be a market for its product which would be largely irrespective of comparative costs. 
How far such industry is distinguished for its craftsmanship or artistry that would 
over-ride considerations of relative cheapness, is a matter of specific review and 
assignment of the value of each such industry’s product, which it is impossible to 
attempt in this answer. But the claim must be recognised while assigning its proper 
place to each of these two categories of manufacturing industry as and when the 
entire economy of the country, including both large-scale and small-scale industry as 
well as Agriculture come to be properly planned, organised, and coordinated inter se. 
The respective sectors wherein each may flourish without prejudice to the other 
and wherever one may feed the other would then be mapped out, assigned, and 
observed in practice to their mutual benefit and the collective advantage of the 
country as a whole. 

The task of such allocation or assignment is not necessarily impossible. It only, 
requires careful investigation of the factors and conditions relevant and patient 
consideration of the suitability of each type for the particular market which it has 
to supply,-with due regard to all other relevant circumstances or factors affecting 
both production and distribution. 

An alternative function that may well be assigned even in planned economy, to 
small-scale industry or enterprise,—not necessarily confined to the rural and cottage 
industries,—is in the task of repair, and replacement,of modern machinery or in¬ 
struments of daily use gradually finding their way in almost every home. The 
^servicing”, as it is called of modern mechanical vehicles of transport, or the electrical 
apparatus, or other gadgets or devices in factories and workshops as well as homes, 
like the radio or gramophone, stoves and kettle, machine tools or motor cars, is 
recognised necessity even in the most advanced and industrialised countries. This 
work is particularly the domain of small scale enterprise ; and Indian craftsmen 
are not wholly lacking in the necessary mechanical skill or understanding to tackle 
such jobs. Every modern industry, even in those countries is not competent to 
effect its own repairs, renewals, or replacements, for all the plant, accessories, or 
equipment it uses. Those who do this “servicing” for them are different which 
naturally work on small-scales. Within the short time these services have come into 
use in India, the Indian artisan has displayed a remarkable aptitude in acquiring 
knowledge of the parts and their mechanism in all these instruments or gadgets, bke 
the telephone, typewriter, and a host of other implements of household as well as 
Occupational utility, too numerous to be detailed here. 

In a properly planned organised and integrated economy, therefore, room may 
well be found assigned to small-scale industry side by side with large-scale mechanised 
industry in the same field. The former would be reserved mainly for such servicing, 
repairs, or renewal, of parts and accessories, at any rate where such talent or energy 
cannot be utilised for producing artistic ware or special craftsmanship. 

The problem in either case of the relationship of small-scale or cottage industry 
to Agriculture or large-scale industry is thus a matter of co-ordination, and allocation 
of respective spheres of utility to different sections of the main division of national 
economy. A scientific National Fiscal Policy could go a long way to facilitate such 
assignment or allocation and distribution of appropriate spheres of work to each 
of these categories. But in that case the meaning and scope of the comprehensive 
term “fiscal policy” would not be confined only to according tariff protection to 
suitable or selected industries, but would have to be given a much wider connotation 
which the rooted ideas of the present-day administrators of India may not be able 
quite to appreciate. 

Mention has already been made of the tendency particularly characteristic of 
modern Japanese industry to split up large-scale industry into its component parts 
and conduct the same on a cottage scale. This is helpful not only to provide the widest 
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Possible employment of the country’s labour force, but also ensure economical use of 
material, saving in transport and encouragement c f technical skill inherited from 
generations past. With the help of decentralised m ichinery and diffused industry 
thanks to electrification of the countryside, this process can be and has been 
intensified to the generpl advantage of the country. It was noticeable in India 
during the War specially when the Iron and Steel Industry most important for 
munitions, was over worked in all countries unabl* to supply any outside market 
At this time local smithies wore utilised for pi oducing steel, which otherwise 
would be the product of large-scale workshops. 

Even in British and America, the most highly in dustrialised nations of the world, 
which needed shipping on a large-scale on account of heavy destruction of tonnage 
by submarine warfare, parts of ship were manufactu -ed inland and assembled toge¬ 
ther at the ports into finished sea-going vessels. A1 ;ogether, therefore, the mainte¬ 
nance of small-scale cottage industry, side by side wi h the. modern large-scale, power 
driven, machine-operated industry, is not only not ir compatible with, but will actu¬ 
ally be to the advantage of the country especially ian old settled tradition-ridden 
land like ours. 

In the case of the shipping industry, we may \ 'ell consider the sailing vessel or 
the country craft of today as corresponding to th; small-scale industry in regard 
to manufacturing industries as a whole. All the elu racteiistics of large-scale indus¬ 
try are to be found in the steam or motor vessel. It is usually fairly large in capacity 
with rapid operation and employing a large number of hired labour. It plies over 
long distances, carries cargo in bulk, and is, then fore, able to afford economies 
comparable to the large-scale manufacturing industry . On the other hand, the sailing 
vessel is usually small in size, hardly exceedingly, perhaps, 50 or 100 tons ; general¬ 
ly plies along the coast, carries a small quantity o: relatively cheap commodities, 
is motived by the natural force of wind, and worked by the labour of one or two fami¬ 
lies specialising in sea-faring provinces. The capital n;( d< d for equipment and opera¬ 
tion is also comparatively very small, ar.d the problems of maintenance and those 
arising out of the terminal facilities, labour needs, etc are all of the same genus as 
those in connection with cottage industry. In times < f emergency like a world War, 
it has given the same service as the cottage industry, to supplement production^ of 
such commodities as are impossible to be produced wit fin the country in the quantity 
required, either because of the absence of the neces-a ~y capital equipment, renewal 
or replacement of machinery and analogous factors, c r because of the sheer absence 
of raw material, technical skill and other such pi ('requisites. 

Under such circumstances the sailing vessel help s even better than the cottage 
industry in supplementing the country’s mercantile marine, and continuing the car¬ 
rying trade of the country economically, expeditiously, and in the quantities re¬ 
quired. This helps to maintain the equilibrium thit would otherwise be wholly 
shattered. 

It will accordingly be necessary to maintain this supplement or adjunct to the- 
power-driven mercantile fleet, both for normal peace-1 ime as well as war-time needs. 

Question 8.—Do you think small-scale and cottage iniustries have a significant role- 

to play in the economic development of our country : 

(a) in the present circumstances. 

(b) in the long run. 

As already observed in answer to the previous question, under existing circum¬ 
stances, the small-scale industry, helps materially to fill rp the gaps which the output 
of the mechanised large-scale industry cannot meet i.t the present juncture. The 
difficulty of procuring the necessary machinery, its parts, or accessories, to renew or 
replace the over-worked or obsolete machinery in existing establishment, or which 
may be needed for new industries or to increase the unit! in existing industries, handi¬ 
caps the large-scale industry far too much to expect in mediate expansion and suffi- 
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cient efficiency to meet the entire and increased home demand, and dispense altoge¬ 
ther with the contribution of small-scale industry in the aggregate national require¬ 
ments. Even if the Exchange difficulties, which dominate the present foreign trade of 
India, do not continue to be as acute as they are today, the procurement of the requi¬ 
red machinery plant, or equipment, for establishing or expanding new or existing 
'large-scale industries would be an unavoidable difficulty in the prevailing conditions 
in the countries producing such capital goods. 

Every new industry, moreover, that has been established or proposed to be estab¬ 
lished by Government themselves, on a national scale, meets with this difficulty. De¬ 
lay, therefore becomes inevitable in starting and working such industries. For the 
private enrekreneur this difficulty is far more serious. Hence while the present cir¬ 
cumstances continue, the cottage industry functioning on a modest scale, and specia¬ 
lising in supplying the market in its immediate neighbourhood must continue to 
hold the field even irrespective of artistry or craftsmanship. 

( b ) How long the present situation will continue to restrict output in the leading 
producers of capital goods in the world, and how long the present Exchange shortage 
would impede world trade is difficult to say. Any long-range planning., however, that 
■ can be foreseen at the present time, will not be able altogether and should not dispense 
with allowing considerable scope for small-scale and cottage industry, which the 
ardent enthusiast for mechanisation and standardisation is apt to ignore. 

For the modem mechanised large-scale mechanised industry to succeed many 
conditions are required, not all of which are flourishing in this country today. Such 
requirements of the relatively small-scale industry, on the other hand, are easy to 
meet from local sources. In the long-range, therefore, such industry has a future, 
either as adjuncts to or supplementing large-scale industries or as specialising in art 
works or craftsmanship ; or finally serving as a kind of stopgap every time the product 
of large-scale industry is unable to meet local demand. Anyone of the three functions 
that the small-scale industry may continue to perform may keep alive the industry, 
which on strictly economic grounds considered in the abstract, may not hold its own 
■in competition with the large-scale mechanised industry. Long-range planning, 
therefore, of the national economy, paying its proper share of attention to the several 
sources of.production for primary and secondary commodities, must not discard al¬ 
together the possibility of such industries going on side by side and without undue 
competition with large-scale industry contributing to the national wealth a fair pro¬ 
portion. 

Attention is also invited in this connection to the pamphlet—Industrialization 
Scheme in Two Parts—published by our Organisation in July 1949 where the position 
of small-scale industries in relation to National Income has been analysed. It has 
been shown that income from small-scale or rural industries may he expected to 
rise from Rs. 250 crores to Rs.500 crores in five years or Rs. 1,500 crores in ten years, 
if the Organization’s scheme for rural industries is implemented throughout the 
country. 

*Question 9, Section A (ii).—Please enumerate the small scale and cottage industries which 

you would like to develop : 

(a) as subsidiary to agriculture ; 

( b ) as supplementary to large-scale industries ; 

(c) as other independent units of production. 

As already stated in answer to the preceding two questions, small-scale cottage 
industry would remain an integral part of our rural economy. It may be connected 
with or dependent upon agriculture for its primary requirements, cr may be indepen¬ 
dent of agriculture, except in so far, as it provides off-season employment to the 
-agriculturist compulsorily idle during the months of the year when farming work is 
impossible, and helps substantially to supplement the family budget of the agricu 1- 
4;urist. 
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Ii) i,o far, moreover, as any small scale industries are subsidiary to agriculture 
working up the primary products into more easily acceptable consumer goods, e.g., 
Dairy produce or in any such manner connected with agriculture, their place in a 
rural community will be undisputed. 

(a) While shortage continues in the most importan < items of daily consumption, 
the contribution of these small-scale industries canno t be neglected. They would, 
therefore, be supplementary to their larger counterpai ts, so long as at any rate, the 
country is not wholly mechanised or industrialised; so lc ng as the home and the school 
continue to be free from mechanisation, comparatively s peaking ; and so long as there 
is some appreciation of art and craft in the products of such industries. 

Of the industries which will be naturally and most e asily subsidiary to agriculture 
/the outstanding one is that of Animal Husbandry and Dairying, of milk products and 
every thing else made out of the yeild of animals, dea< l or alive, Large-scale Dairies 
are, indeed, not unknown nor unpopular. But the nat iral place of cattle seems to 
be on the farm, where they would enrich the soil almos t as much as they would take 
.from it. The immense possibility of a well organised Dairy industry, and the numer¬ 
ous products that can be made out of such industry, is not yet as fully recognised by 
he Indian agriculturist as they might be. The princi ml source of edible fat—ghee 
or clarified butter, is derived from cattle. And though India is, generally speaking 
not a great consumer of meat, and, in any case, averse to slaughtering milch cattle, 
.scientific breeding of cattle for food pruposes, does not occupy very much the atten¬ 
tion of the powers-that-be. In the present serious shortage of food supply in the 
■country, all subsidiaries or supplementary food-stuff's would be welcome. 

The same, may, of course, be said of pisiculture, sylviculture, including all the 
crafts connected with the working up of forest proc.uce, bee-keeping and poultry 
farming. Sericulture is not regarded entirely as a subsidiary to Agriculture, though 
silk-worm rearing does depend to a large extent upon i • proper cultivation and main¬ 
tenance of the mulberry tree. The Woollen Industry i i in the same category, and for 
many of its products is worked on a small scale by the cottage craftsman. 

Raw cotton is also an agricultural product. Its spinning and weaving has, for 
ages past, been a most flourishing small-scale industrj, intimately connected with 
rural economy in this country. Recent emphasis on t he place of the spinning-wheel 
■and hand-loom as integral parts of rural—If not nation al—economy, makes the con¬ 
nection between Agriculture and this industry mere ihan even indisputable. 

Whether we regard the hand-loom industry as sul sidiary to or independent of 
agriculture, in any case an integral part of our national economy, 1 —it is one of the 
few industries which have been in the country from tine immemorial, and which has 
possibilities of expansion and development notwithstanding substitutes or alterna¬ 
tives that put it in a class by itself, and demand conti: mous encouragement from the 
.powers-that-be. 

Almost the same may be said of leather goods base d on hides and skir.s of animals 
that form the greater portion of the cattle wealth of this country. A good deal of this 
basic material used to be and is still exported, as is evic ent from the figures given else¬ 
where. The possibility of working them up into finished articles ready for consump¬ 
tion has been demonstrated by Indian as well as Non-I idjan enterprise working in tins 
country. This, too, would, therefore, not be so muc. i subsidiary to agriculture as 
an integral part of rural econom - in so far as it is used to supply local needs and the 
immediate market. 

For the rest, industries which depend upon the primary production of land, 
mines, or forest, or of the waters in our rivers and the surrounding seas, may be or¬ 
ganised and developed as part of the general economy of the country irrespective of 
whether they are classed as subsidiary or independent. 
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As already observed, whether these industries are organised as subsidiary to or 
independent of argiculture, most of them do at the present time serve to make up a 
considerable proportion of the deficit in the country’s requirements of the articles 
manufactured from them. 

( b) Production from mechanised industry, whatever their possibilities, is falling 
far short of the requirements of the country as determined by a reasonable standard 
of the necessities and amenities of life which must be assured to every citizen by a 
Government calling itself civilised. From this point of view, even such an important 
industry as cotton-spinning and hand-loom weaving, sericulture and silk manufacture 
and woollen, leather goods may be regarded as supplementing the production of the 
factory and workshop worked by power driven machinery. Products from the bones 
hoof, hair, entrails of animals are laigely cottage scale work. 

Generally speaking, industries concerned with the repair maintenance cr renewal 
of the parts of machines or instruments used in modern factories, vehicles, or other 
forms of home equipment , may be organised as supplementing the output of the fac¬ 
tories and workshops. These may not be adding to the total volume of the production 
by themselves. They are, however, useful in enabling the main equij mint of yield- 
'ing the optimum results which, without their help, will not be able to render. 

(c) In the pamphlet on ‘Industrialisation Scheme for Rural areas’, the Orga¬ 
nization has given a variety of small-scale and cottage industries from which a choice 
could he made for rural areas. It is not necessary to repeat them all here and a copy 
of the publication is sent herewith. A few examples may, however, be mentioned 
and they are : confectionery—sweets, brushes, hats, and caps, laces, laundry and 
cleaning clothes, carpenting and cabinet making, Agarbathi making, painting on 
planks and glass, pearl fishing. 

Question 10.—Which cottage industries do you consider specially suited for export pur¬ 
poses ? 

As remarked in answer to another question, those small scale or cottage industries 
which specialise in artistic production or skilled craftsmanship and which may be 
more or less unique in this country would be best suited for providing an export 
surplus. Thus carpet making and all analogous articles, carved work in wood and 
ivory of all kind, shawls and embroideries, even now command a good market in 
foreign markets. The producer needs to be organised properly, and his work needs 
to be standardised so as to admit of clear cataloguing definite quotations, and re¬ 
gular supply of required quality. The artist is in all countries, and has been all 
through the ages, not a business man ; and so, if in this commercial age, this great 
handicap of deficiency is to be effectively remedied, the State would have to come 
to the assistance of such producers to enable their creations to find a profitable mar¬ 
ket, if not at home, at least abroad in those countries which have learnt to value 
such products. 

In a detailed representation on the subject of promotion of export trade in 
products of cottage industries, the Organization has suggested among others the 
following measures : 

1. Setting up of a Committee of three to five members with adequate staff 
(i) to ascertain the existing and the probable future demands parti¬ 
cularly from dollar and hard currency countries of products capable 
of being produced in India, (ii) to ascertain the sources in India from 
where such items could be procured. 

2. Constitution of Provincial Export Promotion Group or Boards with liaison 

in the districts. 

3. Creation of a Central Board to Co-ordinate the working of different Pro¬ 

vincial Groups or Boards. 

4. Establishment of an Export Credit Corporation to provide credit facilities 
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The following items may be cited as a few instances which may be considered, 
as specially suitable for export purposes : 

Miscellaneous Products 

1. Metal Works from Jaipur. 

2. Ivory Works & Carvings. 

3. Sandle Wood Carvings and other pro¬ 

ducts. 

4. Toilet Soap (Khus, Sandle-woodj and 
other Indian fragrance. 

5. Ladies’ Sandies. 

6. Sari. 

7. Jaries. 

8. Snake, crocodile and tiger skins. 

9. Indian carpets—Sikkim. 

10. Kashmir Works. 

11. Attar Perfume. 

12. Coconut shell products buttons. 

13. Indian Art Works. 

14. Wild Animals. 

15. Furniture (Steel, Rosewood). 

Question 11.—Do you consider that protection of large-stale industries is in any way 
affected by small scale and cottage industries? If so, please state how and 
to what extent they have been so affected ? 

Protection of large-scale, mechanised industries engaged in mass production 
of standardised articles, results in the first place, in shutting out foreign competition. 
This will automatically afford protection to the products of the Cottage Industry 
in the same field, though that protection was not originally designed or calculated 
primarily for their benefit. 

On the other hand, in so far as the successful de relopment and expansion of 
such protected industry raises the demand for and the cost of the raw materials on 
which these industries are founded, it makes the cost of production for the corres¬ 
ponding small-scale industry proportionately much higl er ; and so places it at a dis¬ 
advantage in the competitive home market. 

The relative cheapness, moreover, of the mass prod iced and standardised article 
of large-scale industry adds to the disadvantage and handicap of the small-scale 
producer. 

For all these reasons, those small scale or Cottage Industries, which it may be 
deemed to be in the interests of the aggregate national ec onomy to maintain, wherever 
their artistry, craftsmanship, or ability to supplement the local production, and 
make up the present shortage of supply, will have to be encouraged and protected 
even against the domestic competition from large-sca. e industry. This would not 
easily be effected by any fiscal discrimination in their favour. But the help the 
State can render by proper organisation of such induf try, providing more efficient 
tools or equipment, obtaining easy credit facilities, anc arranging for proper marke¬ 
ting will go along way to make up for the disadvantage.>f competing with mechanised 
production. 


Ft od Products 

1. Mangoes--canned and fresh. 

2. Guavas—Jelly and Cheese. 

3. Jackfruit Custard Apple. 

4. Nira anc Tody (bottled similar to 
Champagre industry of France ; here 
research by the Technical Institute is 
necessary under Government control.) 

5. Mohoura Jambul, Sweet Lime Juice 
(similar t} Sherry and Port Wine 
Industry) same as above. 

6. Pomfret and other Indian fishes— 
canning research neessary.) 

7. Indian sweets—canned and hy- 

genically prepared Jallebi. 

8. Spices. 
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Question- 12.—What in your view are the main handicaps frch,„ which small scale and 
cottage "ndustries suffer at present ? 

What steps would you recommend for the removal of these handicaps, particularly with 
regard to : 

(а) supply of raw materials-, 

(б) supply of technical skill; 

(c) their technique of manufacture; 

(i d ) their structure and organisation ; 

(e) supply of finance; 

(/) marketing facilities; 

(g) any other form of assistance; and 

(h) possible competition with large-scale industries. 

(а) Supply of Raw Materials. —The difficulty in regard to the procurement 
and provision of raw materials for cottage industries has already been noticed. Th& 
assistance that the State can render would be most effective in the shape of securing 
some sort of a quota, or acknowledging preferential claim on the local production, 
of stated quantity, reserved for the small producer. If the latter is properly or 
ganised into co-operative craft Societies, the aid given by this means would prove 
much more effective. It would at the same time be much easier for the State to- 
render. By establishing a quota or making up a reserve of a given portion of the 
raw materials of suitable for such artistic or skilled product the cottage producer’s 
output and efficiency would he much improved. The prices too may be within 
limi ts so that the disadvantage noticed above under which the small-scale producer 
labours in competition with the factory product, would be to a large extent mitigated. 

(б) Supply of Technical Skill .—In this matter, Tradition has accumulated 
enough understanding and technique for the ordinary cottage worker in India to 
stand in no very great need of outside assistance. In fact, the technicians, versed 
in modern methods and machine work may not be ideal for effective assistance to the 
traditional worker. In the selection of material pattern-making or working up of a 
d esig n, blending of colours, and any super-erogation that may be needed, the hoary 
tradition handed down from generation to generation of an endless chain of workers 
stretching back into dim vistas of prehistoric past, is more than adequate to meet 
all the requirements. What is really needed is general education, and better in¬ 
formation on the scientific conditions affecting the industry in this country and out¬ 
side so as to enable the accumulated experience of the draft to find better expression 
in a form more appropriate to the present age. 

If additional technical skill, however, is to be provided in the shape of organi¬ 
sation am- the business side of the industry and use of modern inventions suitable 
to small scale industries, e.g., eletrical appliances it would be not only welcome, but 
would he a material help in improving the conditions of the cottage workers. Sound 
business-like organisation including standardisation of quality, pattern, texture, and 
design of the product of cottage industry particularly for the foreign market, so as 
to ensure a steady demand and export of such products with the help of co-operative 
or Government agency working through Directors of Industries in the several States 
and Provinces is amongst the first pre-requisites of the successful maintenance of 
Cottage Industries in all fields in which they still strurHe for existence. 

(c) Their Technique of manufacture. —The remarks made under (h) will, if 
anything, apply more forcefully here. The technique commonly pursued hi the 
handicrafts of this country is traditional and ages-old. It is, generally speaking, 
adequate and sufficient, not only for the ordinary requirements of the immediate 
market in the neighbourhood of the workers, but even for markets more specialised 
and demanding better craftsmanship or greater artistry. 
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This is not to say that there is no room for improv ament in technique particularly 
in labour or time-saving methods of working. But such improvements would be 
more feasible if these industries are organised and operated as full time occupations 
for the workmen concerned, and not as subsidiary supplementary of season trades as 
compared with the primary occupation of agriculture. 

Here again, is a problem in organisation rather than of remedying any parti¬ 
cular handicap or deficiency of the work or the workt r. And this organisation must 
be part and parcel of the aggregate national plan rather, than a part of special arran¬ 
gement relating to any particular industry. For it w< >uld only be in a comprehensive 
national plan that due place would be assigned to ea< h of these forms of production; 
and protection encouragement or assistance could b ? guaranteed to them so as to- 
add to the aggregate prosperity of the country as a w lole and at the same time make- 
for the success of the craft. 

(d) Their structure and organisation .—Having spoken all this time of the- 
great need for proper organisation in grouping the vork and workers into suitable 
economic units ; in providing them with adequate i ,nd appropriate raw materials, 
tools and equipment; in obtaining sufficient credit >r effective marketing facilities 
it is unnecessary at this stage specifically to dwell u 3on the structure and organisa¬ 
tion necessary to maintain and develop Cottage Iniustries to the optimum level. 
Our organization’s industrialization scheme for R iral Areas already referred to 
points to the solution in this connection. 

(e) Supply of Finance .—This undoubtedly is a great handicap of the small 
scale worker both in regard to the initial and in t ie matter of working capital. 
Being naturally a small scale producer, the worker is living from hand to mouth.. 
He cannot afford to lock up considerable part of hi i capital, supposing he has any, 
in carrying or, the process and accumulating the pr iducts of his own industry. If 
he is to be enabled to find suitable opportunities for p 'omptly marketing his products, 
and live according to a predetermined standard du ing the interval, adequate and 
regular financial help or credit facilities are indif pensable. 

These facilities may be best provided for pure lasing raw materials, tools, im¬ 
plements, a place of work, to the stage of realising th ? sale proceeds of finished goods. 
The best way to do so would be co-operative credit, ocieties of craftsmen, integrally 
linked up with the entire credit structure of the couni ry, culminating in the establish¬ 
ment of such central institutions as the Reserve Ban t, or the Industrial and Finance 
Corporation of recent date. 

The cottage worker, moreover, is, generally spe; king, heavily in debt, for in the 
years of inflation and rising prices, as well as the lecline in crop production that- 
followed the end of the wa>. whatever savings the ag ciculturist made during the war, 
and whatever relief he had obtained by paying off his debt, has been more than 
counterbalanced by, perhaps, new indebtedness thai he has incurred. Any spell of 
prosperity, said to have been experienced during th; war, is probably already dissi- 
pated ; and the debt remains almost an eternal bun en. In almost every Province 
and in many a State since 1939 legislation has been enacted to bring relief to the 
indebted agriculturist. In practice, howe- 3r, the benefit of such legislation Las- 
been very scanty, and the hold of the money-lender, 1 hough weakened, is by no means 
at an end. If the new credit facilities are not to be vasted in lightening or removing 
the unproductive burden of past debt, those who provide such help would have to 
see to it that they are utilised only for new product on, and not for meeting ancient 
indebtedness. 

This is not to say that the latter does not need any relief. Some sort of legis¬ 
lation or administrative action is needed to tackle 1 he problem of the accumulated 
ancient indebtedness of this class. We are concern* d here, however, primarily with 
the credit facilities necessary for organisation, rnaintf nance and developmnet of pro¬ 
duction, whether it is subsidiary, or as principal conti ibution to the aggregate wealth 
of the country. And in this regard the suggestion , nade already of some specialised 
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institution with special devices, forms and instruments to mobilise, collate and 
provide both short-term and long-term credit to the cottage worker seems to us to 
be best calculated for achieving the objective in view. 


(/) Marketing facilities. —A number of products have already come under 
special legislation providing or regulating marketing of several rural products. The 
most important of these is certificate of quality, transport and storing of the commo¬ 
dity, and incidental credit. Though most of these relate to agricultural produce, or 
products of industries subsidiary to agriculture, these industries are concerned with 
what may be called manufactured goods, which greatly demand appropriate mar¬ 
keting facilities if the producer is not to be needlessly handicapped, cheated or ex¬ 
ploited dues. The experience gained under this marketing legislations may well be 
utilised mutatis mutandis for this purpose. Marketing Boards must be made essen¬ 
tial features of marketing of the goods. 

(g) Any other form of assistance. —Under the forms and devices of State Assis¬ 
tance, protection, or encouragement to cottage industry already mentioned, no 
reference has been made to guaranteed State purchase at a fair price of the whole or 
part of the produce of such industry. Nor has any stress been paid on easy and con¬ 
venient transport—rapid and suitable e.g., refrigeration in rail wagons and road cars. 
The State is a large and growing consumer of a large variety of articles a good many 
of which can be advantageously, or even economically, produced by the cottage 
worker. Without unnecessarily burdening the country as a whole and the average 
tax-payer it would be possible to introduce a system of preferential or assured pur¬ 
chase of cottage industry products by the State and its public servants, which may 
secure a certain definite market, so to say, for these wares. It would suffice to ensure 
continuous employment which is one of the greatest handicaps the cottage worker 
has to face to-day. The State demand for these articles moreover is likely to grow 
because of the changing conception of the State, and increasing scope of State ac¬ 
tivities and functions. And the State in this case does not mean only the Central 
Government of this country and all its ministries, directorates and offices: it also 
comprises all the Provincial and State Governments, municipalities and district 
boards, as well as a growing host of statutory corporations specially established for 
specific purposes, like the Damodar Valley Corporation, the Industrial Finance 
Corporation or the Electricity Board, the Water Board etc. These in their aggre¬ 
gate will make a demand for the products of cottage industries, the dimensions of 
which it is impossible to gauge to-day. 


The assistance, therefore, which the State can render by legislation and executive 
action would be much too considerable to be ignored. This suggestion may, there¬ 
fore, be sympathetically considered by this Commission. In the case of Services, 
rather than industries, this kind of assistance may take the shape of taking up, on a 
Transport enterprise for example a certain guaranteed business as freight for stores 
and troops or subsidy for mails, or special fare for passengers. There are many 
other similar forms of such aid, which could be easily provided if only there is a will 
to do so. 


(h) Possible competition with large scale industries. —We have already referred 
to this possibility while dealing with the relative position of large scale and cottage 
industries. But even there a suggestion has been made to the effect that it is pos¬ 
sible to set apart a specific sector of the public economy for the benefit of either of 
these two categories. And even if that be not readily feasible it is possible to recon¬ 
cile their conflicting interests if the national economy is carefully planned, and the 
several sectors are demarcated or cori elated mutually so as to minister to their 
•common advantage and at the same time stimulate national prosperity. 
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Question 13,—What steps should he taken to ensure that the interests of small scale and 
cottage industries are safeguarded when Wade agreements with foreign 
countries are negotiated ? 

The small scale industry would, on the basis given above, be primarily used to 
supply the balance of domestic needs not supplied bj large scale industry. Only 
in the case of some special artistic production or craftsmanship, which makes the 
product somewhat unique would it command any porti m of the export market. In 
the latter case, trade agreements may secure where pcssible preferential treatment 
for such products being in a manner of speaking non-competitive and a speciality 
of this country. The small scale producer is ex hypothe n, poor in capital and credit 
resources ; he is weak and unorganised inasmuch as ie is an individual worker, 
scattered all over the land, and working without any expert aid to study market 
possibilities, make proper advertisement of his wares, ar d maintain standard quality 
to meet the various needs of the several markets he cat ;rs for. He may have here¬ 
ditary or acquired skill and craftsmanship of a very high order. But in the commer¬ 
cial age in which we are living, unless he can advertise ’ lis wares properly, maintain 
catalogues and contacts with both domestic and foreign consumers, he would not 
be in a position effectively to hold his own against the large scale producer. It is, 
therefore, necessary that some kind of preferential treatment be given to him by 
Government, so that he may be able to maintain his gr yund, and carry on his craft 
on a little better than starvation wages. 

We hope special steps may be needed to safeguard such special craftsmanship or 
artistic creations. Preference may be shown to such industry by way of securing 
adequate and suitable raw material, either within the cc untry ; or obtaining it from 
outside to enable the highest quality of such ware being produced. Financial assis¬ 
tance or credit facilities given to them should not be tre ated as in any way coming 
in the way of freedom of trade, if that be the objective of any such trade treaties. 

Within the country, the products of these industr es are likely to find their 
greatest demand. At the present time, as already obseived repeatedly, they meet 
only the gap in local production. This deficiency may continue for some years 
before large scale industry is able to meet the entire loea demand even in the most 
advanced industries. But apart from this, some of these industries may deserve to 
be protected and maintained for their own sake for the cr iftsmanship and beauty of 
their products, which cannot be appreciated or survive ii a regime of absolute free 
cbmpetition. Almost every protective duty takes the shape of import duty, general¬ 
ly on the finished goods, but sometimes also on the raw material, such as cotton. 
The former is automatically protective and the latter gua "antees a source of supply 
of the quality required by the smaller producer. A worker particularly excelling in 
quality of product must have the material of the quality and in the quantity he is 
accustomed to work with if he is to do justice to himself a id to his customer. Even 
then he has his own handicaps and difficulties with regard to competition with the 
larger producer, both at home and from abroad. But he may be enabled to stand 
that competition if State assistance is provided to him in some such form including 
a guaranteed demand for his output. For this purpose it is of the utmost importance 
that the cottage industry should be properly organised districtwise or provincewise. 
That would help to encourage specialisation, standardisation and maintenance of 
quality which would counterbalance the other disadvanta§ es of the cottage worker. 

If a policy is adopted deliberately to keep alive, enccurage and support small 
industry in cases where there are also competing large ind'i dries, protection to all of 
;hem by way of import duties would perhaps not suffice 1 1 secure them reasonable 
iving conditions. Other measures like a proper supply of the necessary raw ma¬ 
terial, better organisation and credit facilities, and appropriate marketing -arrange* 
bents would be needed. These are matters of domestic arrangement, in-which 
oreign trade treaties would not be materially affected. 

8 M. of Com. 
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Section B 


Policy of Discriminating Protection and its Application since 1923 

Question 14. — The. Fiscal Commission appointed by the. Government of India in 1921 
recommended “that discrimination should be exercised in the selection 
of industries for protection afforded, so as to make the inevitable burden 
on the community as light as is consistent with the due development of 
industries.” on the strength of this basic principle the Commission 
decided that an industry seeking protection or assistance should satisfy 
the three conditio-ns enumerated in paragraph I of the 'note. Besides, 
tariff protection, the Commission recommended also certain non-fiscal 
measures. Are you satisfied that the policy recommended by the Commis¬ 
sion was fully implemented between 1923 and 1939? If not, please 
enumerate the main deviations from the policy. 


Not all the industries that could deserve and which had asked for protection, 
on this basis, received any adequate protection during this period. The basic aim 
of the Commission’s recommendation seems to lay undue emphasis on the “burden 
to the community” involved any system of fiscal protection ; and does not appear 
to give adequate weight to the countervailing factors resulting from the successful 
establishment of a protected industry. 

Apart from that, the Commission’s recommendations to investigate into com¬ 
plaints about certain obstructive practices against Indian enterprise adopted by 
non-Indian vested interests have not been properly dealt with during the period 
mentioned. The aim of building up our national economy to the point of self- 
sufficiency which is relatively under-developed, does not seem to have impressed 
the Commission sufficiently with its urgency. At the time that Commission reported 
the governance of India was in alien hands, the interests of whose nationals often 
went counter to the interests of India in such matters. That Government, therefore, 
naturally omitted to take effective obvious steps to build up, in all its sectors, as¬ 
pects and items, the national economy of India to make her self-sufficient at least 
in vital matters and essential requirements. 

For the present Commission, however, when the country enjoys full indepen¬ 
dence, and the primary, if not the sole, consideration of such policy must be the 
interests of India as an independent nation to adopt such a limited objective or out¬ 
look, will not he helpful to the fullest possible development of our national economy. 
While Government must ignore the burden of an active protectionist policy for in¬ 
tensive, all round industrialisation on the community as a whole, the resultant 
benefits of progressive wholesale industrialisation, and the consequent establish¬ 
ment of a more balanced economy should also not he under-estimated. The burden 
on the community moreover would be short-lived and steadily diminishing. The 
benefit, it is hoped, will be abiding and progressively increasing. 


Industries of vital importance to the country’s defence as well as to her normal 
peace-time economy stand in great need of protection, which, however, has hitherto 
been denied them—except under the very peculiar conditions of a world war. 
Chemicals and non-ferrous metals, to give but a couple of examples so obviously 
relevant had not received, until recently, the protection which their place in the 
country’s defence as well as peace-time economy demanded. Even the glass indus¬ 
try has been somewhat tardily taken up for protection this year, having lacked it 
all this while Industries specialising in the production of scientific instruments 
and apparatus of all kinds are yet other important examples of a key industry which 
has not received the measure of attention that it deserved. The automobiles and 
aircraft are more recent additions to the same list, while the group of armament 
industries which would, in any case, be State owned may also be added to amplify 
the list ©f illustrations of the industries deserving protection but not getting it. 



Of ,the particular industries which have not receive i the full benefit of the policy 
’recommended by the Commission, and adopted by th ? then Government of India, 
•or whose claims have been overlooked despite the accepted policy, is the case of the 
Indian shipping enterprise, including the basic indus .ry of modern Ship-Building 
•deserves special mention. Of the many restrictive practices, which the earlier 
■Commission had themselves noted, and which have effe jtively prevented the growth 
of the Indian shipping enterprise to anywhere near ils legitimate dimensions, the 
outstanding example was the “deferred rebate” system. In order to secure certainty 
of service to the shipper and continuity of custom to th’> ship-owner, the system was 
evolved whereby a certain portion of the freight paid in any consignment was re¬ 
served by the ship-owning company to accumulate as a rebate payable on certain 
conditions and after a certain time to the shipper. ’ n the case of the principal 
customers this amounted to very large amounts. The ihip-owning companies could 
refuse to pay over this amount to any shipper who in the next following season did 
not use the company’s ships, but gave his custom elsewhere. This was an effective 
weapon in t he hands of the established British concerns to prevent Indian shipping 
concerns getting any business at all even in their own-coastal trade ; and as such was 
strongly resented by the Indian competitor when he cai ie into the field. Notwith¬ 
standing, however,' this strong opposition the system has not yet been legally 
■abolished. 

Of the direct encouragement, by payment of special subsidies e.g., for carriage of 
mails, stores, troops, public servants or labour needed in public factories or work¬ 
shops there Ls still no sign, though each of these are recognised and recommended 
means of developing the enterprise. 

The Mercantile Marine Committee of 1923 had rec) in mended active steps like 
•construction bounties, cheap loans etc. to facilitate an early establishment of an Indian 
Mercantile Marine by the creation of a suitable modern type ship-building industry 
in this country. All the conditions for such assistance or protection to new industry, 
which the Fiscal Commission had recommended were j resent, and are still present 
as regards this vital and indispensable national indus ;ry. The recommendation 
by the official committee was made 26 years ago. Noth ng worth the name has yet 
been done to accomplish any part of this programme, exc ept very restricted facilities 
to train the necessary staff in a local training institutio i. World War II rammed 
in still further the need for such an industry within India’s own frontiers and run 
Indian enterprise. The post war acquisition of independent sovereignty by this 
country makes the establishment and development of sich an industry within the 
country still more necessary not only for the naval defence of our shores, but also 
to serve as all kinds of auxiliaries in times of war for w lich we have today still to 
depend on foreign help. World War II had made the need very great and urgent 
but it was left for private shipping enterprise to estal lish a ship-yard building 
every year 3 or 4 ships of 8000 tons each. The post war lifficulties make even these 
modest beginnings of a truly infant industry gasp for it) very breath of existence. 

The last Fiscal Commission recommended that “rav materials and machinery 
be ordinarily admitted free of duty and that semi-manufactured goods used in 
Indian industries be taxed as lightly as possible”. Thi; recommendation too has 
aot been implemented. Actually in a number of cases import duties on finished 
mods have been less than or equal to those on industrial raw materials required for 
uaking them. If higher import duties are being levied by Government in the case 
if some industrial raw materials for giving a fillip to local industries producing such 
•aw materials, Government should see that such industries as are using those pro- 
lucts as raw materials are not adversely affected. 

Question 15.—Do you find any defects in the working of the policy ? If so, please 
give details with suitable examples 

The defects of this {>olicy and its working have been i adicated in answers to the 
everal questions already given. It may, however, be reiterated here that the 
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factors mentioned in the first of the three conditions laid down by the Fiscal Com¬ 
mission are only of an illustrative type. It was not the intention of the Fiscal Com¬ 
mission that any one or all of the factors should be necessarily present in the industry 
seeking protection. The Government, unfortunately, placed a too rigid interpre¬ 
tation on the condition and stressed in recent years that as a rule the principal raw 
materials required by the industry should be present in the country. Thus the glass 
industry’s plea for protection was turned down on the ground that one of the principal 
raw materials, namely, soda ash was not produced in India, though the industry 
possessed all other natural advantages as would enable it to develop and establish, 
itself on firm lines in the course of a few years provided necessary tariff protection 
or assistance was extended. 

Question 16.—Do you agree with the specific conditions laid down by the Com¬ 
mission that normally protection should be accorded to an industry only 
if the conditions referred to in question 14 are satisfied ? 

The conditions prescribed by the Fiscal Commission, and adopted by the then 
Government of India, for granting protection to any industry had been, dictated 
by an outlook and objective wholly different from that which a national responsible 
Government intent upon rapid, intensive industrialisation of the country should 
possess. The demands of national security did not find adequate stress in the re¬ 
commendations of the first Fiscal Commission. Nor were the possibilities of widen¬ 
ing employment for labour by new industries, and increasing scope for investment 
of indigenous capital, adequately borne in mind. The ideal of national self-sufficiency 
in vital and essential requirements was far from accepted by them—and even if the 
Commission had done so, the then Government of India would not have adopted 
or given effect to their recommendations. The conditions, therefore, laid down by* 
such a body and imposed by the then Government need not be accepted by those 
who have a radically different outlook and ambition for industrialising this country 
as prapidly as possible. Further the conditions have now changed. The era of' 
laizzez faire has given place to an era of planned economic development and hence 
the protectionist policy and its working will have to undergo the necessary change. 

Question 17.—Do you consider that the supplementary measures for the protection of 
and assistance to industries as recommended by the Commission in 
Chapter VIII of their Report were adequate and well-conceived 1 

Chapter VIII of the Report of the Indian Fiscal Commission of 1922 lists a 
number of other forms of protection, encouragement or assistance to indigenous 
industry which have been adopted by the Government of India in varying degrees. 
For instance, the need for a technical bias in education from early stages, and more 
particularly training for technical work is now an accepted objective. 

Organised education in India is commonly believed to suffer from too literary 
a character to be really serviceable in this regard. With the advent of basic edu¬ 
cation, the infusion of a technical bias is an accepted objective of all modern pro¬ 
posals for educational reform and expansion. And w r e would suggest that with 
a view to create an interest in the sea and sea life and to provide a minimum know¬ 
ledge of water transport among all sections of the people the text books for various 
scholastic classes should contain lessons of different types of ships, main sea-routes, 
chief articles forming part of the import and export trade of the country, sea ad¬ 
ventures and wonders old and new etc. 

Similarly the training of Apprentices for working an industry nowadays com¬ 
mands the ever-growing attention of the authorities. In the case of the Shipping 
Industry, for instance, the Mercantile Marine Committee had recommended, as 
early as 1923, that in order to provide the Indian Mercantile Shipping with the 
necessary staff of deck and engine room officers, arrangements must be made within 
the country to provide training facilities for both these groups of the staff needed. 
A beginning was made in 1928 with the establishment of the Dufferin Cadet Train¬ 
ing Ship ; and young men turned out by this institution every year were to be 
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■absorbed in ships plying on the Indian coast, or having any share in India’s overseas 
trade. The foreign concerns monopolising the carry ng trade in Indian waters or 
the overseas trade of India demurred at first to any con pulsory acceptance of Indian 
staff however well trained and certified. They made the excuse of existing con¬ 
tracts with their higher staff, which made it impossible for them to take on as offi¬ 
cers Indians trained in this country. Nor can the course of time and the example 
of the competing Indian concerns, may he said to have j iffected their original indiffer¬ 
ence, not to say hostility to their absorption of the Indii m cadets as they came out of 
the Training Ship. The demand, however, for this s [>ecia.lised service began to 
grow in course of time. It was particularly high du'ing the war. Higher and 
higher emoluments were offered by Government till he situation has been sore- 
versed that the Indian concerns suffer from a lack of suitably trained personnel 
and their programme of expansion is held up for want of such people. The goal 
or target for expansion in the present day Indian sbipp ng is fixed at 2 million tons 
against the 150,000 tons now used by Indian-owned s eamship companies. Those 
responsible to bring about such expansion within any i easonale time feel that they 
•cannot themselves build in this country all the tonnage deemed necessary for giving 
Indian-owned shipping its full share of India’s trade along the coasts or overseas 
Even if they could build or buy second-hand so long as that tonnage was not ade¬ 
quately manned by Indians, it could not be called a truly Indian National Marine. 

In the case of other industries, the policy of requiring suitable Indian candi¬ 
dates to be technically trained in all those enterprises, whose products the Indian 
•Government purchases as Government stores, was adopted about the same time- 
than the Fiscal Commission reported. A condition was. inserted in all agreements 
•of this nature and a larger and larger volume of such raining was secured. But 
there was not simultaneously a pre-arranged plan for their employment as soon as 
the trainees came out. That complaint still remains s j that the large number of 
Indian students sent abroad for such training in 194( -47 has proved a needless 
burden upon the Indian Exchequer, notwithstanding tl e growing demand of local 
industries for such trained personnel. 

Arrangements have been made in recent years for < stablishming such training 
institutions and scientific research within the country. It is a marked feature of 
the present Government policy in regard to every new mi dern industry or enterprise 
that they themselves undertake, or which they assist. Foreign experts are also 
invited to help start such industry and train up the per sonnel needed ; but the re¬ 
sults so far are not very satisfactory. 

Another form of such indirect or concealed assistance is in regard to the econo¬ 
mic rates of carriage of goods by railways or shipping. The railways in India are 
largely Government enterprise. They could therefore bt easily used for this pur¬ 
pose. Even when they were worked by private compaaies, they were under the 
control of Government sufficiently to permit their rates bi ing supervised by Govern¬ 
ment. The latter, however, have not yet realised, it would seem the possibility of 
manipulating railway rates in such a manner as to provic le effective assistance or a 
concealed subsidy to the local industry. Where railways, in their own interest, 
cannot economically carry those goods cheap transport could nevertheless be se- 
curd if only adequate co-ordination between all available forms of this service, 
ncluding shipping, was effected and the total traffic available at any time distributed 
so as most effectively to serve the various branches of indi istry and keep every form 
)f transport system fully occupied. 

If the present national and popular Government desiri • to use all available direc- 
ions for assisting local industry, it is necessary to tackle t he problem of organising 
so-ordinating and working all the different types of transport available in this 
country, and foreigners, both as regards the coastal trad ? and the overseas carry- 
Qg business. These ships and their owners or operators were outside the control 
f the then Government of India. The latter could not fix freights and passage 
ires so as most advantageously to serve the long-term interests of all sectors or our 
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national economy. Government frankly were not interested so much in develop* 
ing Indian enterprise as to uphold and maintain the interests of their compatriots. 
They were accordingly more in sympathy with the foreign competitor of Indian 
ship-owner, and so they found more reasons to avoid these courses than to employ 
them, for the encouragement or safeguard of local industry. Whatever possibility 
there was therefore not only for allocating traffic but fixing rates in order substan¬ 
tially but imperceptibly to assist indigenous industry was lost or ignored. Apart 
from the question of freight fixation to assist Indian industry, the time appears to 
have arrived to fix rates for the very maintenance of even such small Indian tonnage 
as exists today. Indian shipping circles have recently been made aware of a 
policy of non-Indian shipowners operating on the Indian coast of keeping the freight 
rates so low that economic operation is no longer possible for the owners. These 
non-Indian shipowners with their interests in other trades have means of maintain¬ 
ing themselves, but the Indian coastal operator would soon be devoid of profits or 
reserves that he would soon he going out of business. Under the circumstances, 
the best way to solve the difficulty would be to pay to ships on the Indian register 
plying in the coastal subsidy to enable it to survive the crisis.* 

If the present national and popular Government 'desire to use all available 
directions for assisting local industry, it is necessary that the problem of organising 
co-ordinating and working all the different types of transport available in this 
country, and distributing or allocating all available traffic between these severa 
forms of transport in such a manner as to serve both the immediate and long-rangi 
interests of the country, including its agriculture, industry, trade and trsansport. 

The Fiscal Commission of 1922 had made special reference to the possibility o: 
reducing shipping freights, and avoiding such practices as “ Secret ” rebates. Thesi 
were used by the foreign ship-owner plying on the Indian coasts to secure an effec 
tive monopoly of that business for himself. But. as already remarked, the Govern 
ment of the day declined to take effective notice of such observations, and so tb 
handicap continued. 

Methods for safeguarding the local industry against the uncongciousable foreigi 
dumping, such as the Japanese were guilty of in 1933-35, particularly in regard t 
cotton textiles, were stated to be barred by existing obligations, such as the Trad 
Treaty with Japan, which, it was alleged, precluded any discrimination in favou 
of Indian Industry with the competing Japanese goods. The latter were in thei 
own market highly protected. They were asissted further by special bounties fc 
ships constructed in Japan, or subsidies for carrying Japanese goods. The ir 
terest of the Indian consumer was made an effective excuse for non-interference i 
such matters. The safeguard of Indian industries, therefore, even though the basi 
policy had been accepted, could not be effected,—except perhaps by such device 
as changing ad valorem duties into specific duties. 

Dumping, it was also argued, was difficult to prove as a fact, and still moi 
difficult to guard against. The Fiscal Commission carefully reviewed the who' 
problem, and suggested such expedients as countervailing import deities on art 
cles supposed to be dumped on the local market by the foreign competitor. T1 
chief instance in which the Indian Government could have acted on these lin< 
was the Japanese Textiles in the domestic market hut the treaty obligations ii 
curred by the British Indian Government were found to be incompatible with ar 
such help to local industry. 

Other forms of assistance like cheap loans for initial working capital, ca: 
bounties or subsidies on the volume of business done, found no place in the Indii 
Fiscal system. On the contrary, arrangements in aid of British industry durij 


*This suggestion of running subsidies for Indian tonnage on the Indian coast would set 
to be preferable to the fixation of rates under which the advantage is bound to go to bo 
Indian and non-Indian interests. 
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the days of the World depression were concerned n tore with the establishment of 
Imperial Preference working in many cases to the prejudice of the Indian industry, 
and very rarely to any great advantage of any industry in the Commonwealth 
markets. 

No Indian industry has been assisted by direct ?asli subsidy or indirect help 
in the shape of interest-free loans, or cheap capital or guaranteed dividend or assur¬ 
ing a certain market for the products of the industrie i assisted. In all such matters 
the Indian Government, right up to the transfer of power, was most reluctant or 
hesitant, except when the war made insatiable demand for Indian made goods or 
services. The establishment in 1948 of an Industrial F nance Corporation by Govern¬ 
ment is designed to provide such aid on business lin?s ; but, in the absence of a 
carefully planned programme of industrial expansion or development, consistently 
carried out, the success of such intitutions cannot bt expected to be very high. 

Question 18.—In a resolution passed in the Central Legislative Assembly on 16th 
February ’28 the principle of discrimi nating protection was accepted, 
as the basis of Government policy subject to the following general qualifica¬ 
tions :— 

(a) that the principle should be applied with d ie regard to the well being of the 

community and the safeguards mentione i in Question 14. 

(b) That in the application of the principle, regard must be had to the finan¬ 

cial needs of the country, and to the depe idance of the Govt, of India on 
import, export and excise duties for a larg ■ part of its revenue. 

To what extent, if any, do you think these qualifications effected the working 
of the policy of discriminating protectu n between 1923-89. Please 
give your comments separately if possible for periods 1923-29, 1930-34. 
1935-39. 

(a) The well being of the community is implicit in the all-round development 
of every suitable industry in the country. It incr?ases the volume of material 
wealth produced in the country, adds to the employment and raises standard of 
living. 

The ideal of self-sufficiency, in vital and essential 'equirements necessary for an 
independent sovereign State, comprises much more in long-term view of the Fiscal 
policy than was accepted in the days when the Gover lance of India was conducted 
in subordinate co-operation with the interests of the f lien ruler. That dominating 
urge being no longer there Indian can shape her Fiscal policy to suit her own in¬ 
terests and requirements but also bearing in mine, secondarily of course—her 
international obligations. 

The distinction between the producer and the consumer, moreover, which 
very largely coloured the outlook of the Fiscal Commission unnecessarily suggests a 
conflict which need not be there. It tends to grow fsinter in a rationalised society 
and properly planned economy. For under that state c f affairs, everyone would be a 
producer, actually or potentially, unless disabled by age or illness ; and everyone 
would be also a consumer. What the consumer might be supposed to lose in the 
higher price of the protected commodity, he as producer would be able to make up 
by the wider volume of better paid employment. 1 he distinction between these 
two classes is artificial, unnecessary and need not be overemphasised. 

The safeguards, therefore, adopted, in the interests of the community as a 
whole taken to be the consumer class while not utterly unsuitable should not be 
extended to the point that they would come in the way of effective and optimum 
development of suitable industries, promising, by their basic economic advantages 
would be self-supporting without any artificial props within a reasonable time. 
Moreover the interests of the community as a whole must have national self-suffi¬ 
ciency to as large an extent as possible particularly in regard to vital industries 
and essential services for the very existence of the nation. 
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(, b ) The dependence of the Government of India in these days upon Import- 
Export and Excise duties for a large part of their revenue has been materially modi¬ 
fied in recent years. Direct taxation, is rapidly taking the first place in revenue, 
though even now these duties continue to be an important contribution to the 
national budget. The possibilities, however, of direct taxation as an equal, if not a 
greater contributory to the Central Budget have been demonstrated by its recent 
growth, particularly during the war and post war years, in the shape of income and 
super taxes, excess profits, duty surcharges, Corporation tax and the like. 

The protectionist system may, if carried to its logical conclusion result in the 
diminution of import of competing foreign commodities and consequently of cus¬ 
toms duties on import and even eliminate any income from that source. Such 
logical exactness is, however, never attained. The most intensively protectionists 
countries, with thriving local industry, have continued to derive substantial re¬ 
venues from that source ; and so India need not apprehend any serious danger in this 
direction. Export duties have also their utility. If such duties fall on one’s own 
raw materials, they would help to preserve the entire growth of the necessary raw 
materia] within the country for being worked up or manufactured into finished 
products by indigenous industry. A high duty, however, on domestic raw materials 
at point of export, may adversely affect the agricultural class engaged in growing 
them ; and so such duties are, ordinarily, not imposed unless the raw material in 
question, is, like jute, a practical monopoly of the taxing country. The danger 
of encouraging substitutes for such articles, taxed on export by the monopolist 
producer, will have to be faced, though it need not be exaggerated In so far as 
their burden is passed on to the foreign consumer, they may be unobjectionable. 
Excise duties on any local produce are on principle undesirable. But if levied, as 
they usually are, to counteract, the effect of excessive protection, they would be a 
innocuous source of revenue. 

In proportion as export duties help to increase or improve home production of 
finished goods and industry develops within the country to the corresponding ex¬ 
tent, revenue from income taxes on the owners or managers of such industry would 
compensate the Exchequer in some measure. Excise duties similarly on the pro¬ 
ducts of protected industry which have a margin of protection larger than is war¬ 
ranted by competitive costs may serve the same purpose and be accordingly 
permitted. 

On that Sector of the trade, moreover, which is outside the protectionist zone 
and which grows because of growing prosperity revenue duties may continue to 
be imposed. They will provide for that portion of the Expenditure Budget which 
cannot be covered by the receipts from direct taxation, and other sources. In 
proportion as trade comes to be more and more regulated by international treaties 
it will become more and more a matter of Barter ; and then the role of the 
Customs Duties, in providing any substantial part of the centra] revenues, would 
be wholly changed. 

The modifications, therefore, made in 1938 in the general Fiscal Policy have 
led to the imposition of Excise Duties on the products of protected industry within 
the country whenever it was thought that the margin of protection offered to the 
growing industry and guaranteed for a period of years was in excess of the necessary 
percentage. The sugar and steel industries may be cited as illustrations of this 
argument. 

The period 1923—29 was mainly a period of application by the industries con¬ 
cerned for protection, their investigation by the Tariff Board and experiments in 
fiscal protection to likely industries. The Tariff Board after investigation of the 
competing conditions in the light of the general policy laid down, recommended for 
or against protection, indicating also the degree and form of protection, or the 
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appropriate manner of assistance to be granted. Government generally acted upon 
such recommendations ; and the result was the commencement or strengthening 
of established industries. 

Between 1930-34 World Depression affected all hidustrifes to such an extent 
that protection became practically inoperative, and the industries supposed to be so 
protected began to stagnate. 

In the last period 1935-39 there was a revival in a manner of speaking which 
was rather hastened by the impending threat of war i han, because of any inherent 
strength in the policy of protection to Indian industry. 

•i Question, 19.—The changes set out in paragraph 4 in the note were made discriminating 
protection in 1945 when the Interim Ta'iff Board was established. 

What are ycur views on those deviations from the original policy laid down 
in the Fiscal Commissidn's Report. 

These deviations from the policy recommended, l y mere justice for those in¬ 
dustries which had been established during the war, and provided a very consider¬ 
able portion of the war effort of the then Government oi India. Having been started 
-during the irrestible urgency of the war, cost was no consideration for these war- 
born industries, whether in capital equipment or woi king. They were worked to 
their maximum capacity in a wasteful uneconomic manner ; and so their successful 
existence after the war, when once more competition from more advanced countries 
returned, would be all but impossible. Without the hone of some kind of an assured 
position, these industries would not have been established at all. Government, 
therefore, were morally bound to protect them even a ter their pressing immediate 
necessity of the war was over and the high prices paid during the war for such pro¬ 
ducts were no more permissible. Government, therefore, promised them protection 
and assistance after the war, if they were soundly organised, run on business lines, 
and had a reasonable chance of survival and existence after a time. This deviation 
in policy was for a short time, and, therefore, Government’s action, in this regard 
was no more than just. 

The guiding consideration, finally, which led to thi 5 modification was due to the 
long-range national interest, which, however, could rot be fully attended to, if 
only short-term measures were recommended. Assisi ance or protection to those 
industries of war time origin, promised and granted for a short period of two or three 
years by the previous regime could not be denied by tin • present national responsible 
government of India which must look to the claims < f national security in likely 
emergencies much more than their predecessor. T re industries claiming such 
assistance were, besides, of value even in normal times, e.g., non-ferrous metals, like 
aluminium, brass, etc. They would have had a fair chance of establishment and 
maintenance with a little protection, under ordinary pre-war conditions had the 
war not intervened, and made their cost of equipment and production, including 
overhead and management charges, disproportionately high. Assistance to them 
consequently in this post-war age is a passing burden, if it be a burden at all. 

Question 20.—Are you satisfied that this policy of 1945 is being fully implemented. 
If not, please indicate wherein the defers. 

The main defects lie in a relatively shortsighted a: m or outlook governing that 
policy. The relatively limited term of protection gre nted to these industries will 
not help towards a sound foundation and enduring str rnture raised thereon. Such 
■enterprise cannot make permanent plans for long-term existence in a competitive 
world. A policy of hand-to-mouth is inevitably encc uraged resulting eventually 
more in dissipation of resources than in proper husbanding, utilising and developing 
“the industry safeguarded by adequate protection. 
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Section C 

Review of the effects of past tariff policy 

Question 21. — Would you attempt a broad analysis of the effects of the actual policy 
pursued by the Governruent cf the day on the growth and development 
of our major industries under the following heads :— 

(a) Capital invested in the industry ( paid-up) ; 

(b) Rated capacity ; 

(c) Output ; 

(i d) Employment of labour (technical and non-technical) ; 

(e) Wage bill (technical and non-technical) : 

(/) Earnings of management ; 

(g) Profits earned and distributed ; 

(h) EtK-works price and retail price ?. 

Generally speaking, it may be stated that the indigenous industry has develop¬ 
ed during the interval in all these respects. The brief note attached of the principal 
industries, which have received protection at one time or another or, which have 
derived some special advantage because of the War or some other adventitious cir¬ 
cumstance, shows the extent to which there lias been great growth of the capital 
invested in the industry, and the productive capacity and total output of each. 

India’s national economy is essentially agricultural, nevertheless India was 
in the previous years eighth in the world's industrial countries. Today with parti¬ 
cularly Germany and Japan out of the question India’s position must be higher. 
The new orientation in the country’s fiscal policy which began in 1923-24, gave some 
sort of a stimulus to industrial development with the very modest ambition of meeting 
a part of the home demand. The pace of industrialisation since then has been 
accelerated by the new policy of assistance and protection both by way of granting 
customs protection in deserving cases, and of giving preference to the products of 
Indian Industry in purchasing Government requirements. The prospects of conti¬ 
nued Government help and anticipation of good profit stimulated a growing flow 
of private capital into industry. New capital invested in joint stock enterprise 
alone in the inter-war period was something like Rs. 150 crores. 

Tables VII and III give the labour engaged and the estimated potentialities of 
our leading industries within 5 or 10 years, as shown by the targets suggested. 

Imports. —The most important result of the policy of industrialisation adopted 
since 1923 was a noteworthy change in the ingradients of India’s import schedule. 
Finished goods aggregated 84 per cent of the total imports into India, including 
Burma, in 1920-21. By 1936-37 the corresponding percentage had declined to 75. 
In values the fall was from Rs. 274 crores to Rs. 92 crores. This is partly due to the 
heavy fall in prices in the latter year. A still moie striking development was the 
steady increase in the import of industrial raw materials from 5 per cent to 16 per 
cent in the same period. While the total value of imports declined by nearly two- 
thirds, the value of imports of raw materials increased by more than 10 per cent. 

These tendencies have been greatly accentuated by the last war. In 1941-42 
manufactured articles formed but 55 per cent of the total imports, while share of 
industrial raw materials rose to 29 per cent of the total imports. 

While heavily importing foreign raw materials there was no decline in her exports 
of raw materials. Between 1920-21 and 1936-37 exports of industrial raw materials 
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increased, from 45 per cent to 53 per cent, while the exports of manufactured goods- 
declined from 36 per cent to 26 per cent. This contract is misleading as in the latter- 
year there was a steep fall in the value of exports oi cotton and jute manufactures. 
The subjoined table IV and V gives the latest available figures from 1941-42 to- 
1948-49 both for Imports and Exports. 

Before World War II Industrialisation meant mainly development of then 
existing industries, supplying mostly home demand : 'or consumer goods. Very few 
new industries were established whether for capital g< -ods, key industries, armaments 
or for processing the raw materials that were then being exported. During World 
War II however its immediate and urgent demands forced a radical change as shown 
by the decline in exports of raw r materials to 28 per cent and the exports of manu¬ 
factures has risen to 47 per cent. The exports of manufactured goods shows an 
increase, while the corresponding imports register a iecline. 

Direction 6f Trade .—Still more remarkable char ges occured in the direction of 
the trade. While in 1920-21 61 per cent of the Imports came from the United 
Kingdom, in 1936-37 only 38 per cent came from here. The share of the other 
commonwealth countries increased from 5 per cent t :> 11 per cent during the same- 
period. Other countries like Japan, Germany and the U. S. A. supplied 34 per cent 
of our imports in 1920-21 and 51 per cent in 1936-37. After World War II the share 
of the United Kingdom declined 21 per cent in 194 L -42 ; but the other common¬ 
wealth countries improved their share to 40% of our total imports, while foreign 
countries gave only 39%, two of our biggest sources c f supply,—Germany and Japan 
having disappeared,- They have disappeared not onl; from Indian Import Schedule, 
but also from the world market, and it remains to be seen how far the place left 
vacant by them can be taken over by Indian Produce or manufacturers. 

On the export side the United Kingdom share ncreased from 22 per cent to 
32 per cent between 1920-21 and 1936-37 while the r;st of the Commonwealth share- 
declined from 21 per cent to 14 per cent. Other fo -eign countries relatively main¬ 
tained their position. The war led still further to a decline in the share of the 
United Kingdom, a pronouned decline in the case of foreign countries, and a rise 
from 21% to 30% in the share of the Commonwealth countries. This is explained 
by the fact that Burma has become a foreign land, tl at British has changed into the 
best source of supply of capital goods we all need. 

Bilaterism .-—But the most radical change concer :;s India’s international balance 
of trade. In all our ages past India was a creditor country exporting more on the 
balance than importing, except in famine years, liven after paying the steadily 
increasing drain of the so-called home charges the balance remained in her favour - 
which was met by a considerable import of Bullion, notwithstanding attempts at 
diverting that flow also to Britain. After the World Depression of the thirties, 
intensified by Britain’s sudden and unilateral abardonment of the gold standard,, 
India became a net exporter of gold on a large scale, thus meeting all her obligations 
despite a fall in exports. 

During the world war II 1939-45 the position once again, changed. Indiam 
produce all kinds, supplies and services were progressively more and more in demand, 
because of the war needs of the Allies. Most of the sterling debt of the Government 
of India repatriated and converted into rupee debt, t< ■ facilitate the heavy excess of 
British war purchases. Notwithstanding the adven t of the Lease-Lend programme, 
India continued to supply British and allies needs 1 .eavily, despite the shortage of' 
shipping spaoe and a whole host of regulations con ,rolling exports. This brought 
about a heavy accumulation of sterling Balances in her favour in London, which 
are not even now paid off, though large amounts have been allowed to set off on 
account of war-time British stores and installations which cannot now be used or 
removed by her. India’s serious food shortage anl pent up demand for capital 
as well as consumer’s goods for all these years has led in the post-war years to a. 
growing dificit in her merchandise trade, which uses up the accumulated sterlings 
whether as sterling or converted into hard currency. 
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'Question 22.—■Would you make a detailed analysis on the above lines particularly in 
respect of the following industries : (i) iron and steel, ( ii) cotton textiles, 
(Hi) sugar, ( iv) paper, (v ) matches ? 

Please give your answers for the. following periods : (a) at the time when protec¬ 
tion was given ; ( b ) in 1938-39 ; (c) in 1948-49. 

The note given, above would suffice to answer this question in general. As 
observed elsewhere in the earlier period of 1923-38 several industries were investi¬ 
gated as regards their claims for protection and in many cases protection was given 
in one form or another. In 1938-39, 8 industries were on the protected list, out of 
which subsequently five have been removed . Only 3 of the major industries which 
received protection continued to do so. 

In the period 39-45, World War II set up abnormal conditions which stopped 
any outside competition and at the same time increased enormously the demand 
for all sorts of commodities produced at home. All this added to the expansion 
and growth of industry. 

This, however, after six years of war, suffered a setback, partly because of the 
disappearance of war expenditure of the British and Indian, Governments in this 
country, and partly also because of the sharp decline in the productivity of machi¬ 
nery, plant and equipment which Were overworked during the war. The country’s 
transportation system also was responsible for this decline. 

Iron and Steel .—The outstanding instance of an industry which has been defi¬ 
nitely fostered by Fiscal Protection is the iron and steel industry, whose real growth 
has taken place in the last two decades. Because of this success, it has been removed 
from the protected list. Between the year 1932-33 when the regular collection of 
production figures started, and the year 1940-41 the steel ingot production of the 
country increased from less than 6 lakhs tons to more than 1 -2 million tons. During 
the same period the output of finished steel jumped up from 442,000 tons to 925,000 
tons. This development was accompanied by an expansion of the activities of various 
-ancillary industries, like foundries, the structural steel, wagon building industries etc. 
Last named having received an early promise of preference from the railways. In 
1947-48 and 1948-49 the industry showed a set back for a variety of reasons not 
• connected with its inherent strength. But it is again showing signs of resurgence. 

Textile. —The cotton textile industry is the largest of our modern industries. 
For a long time it was deliberately handicapped by the so-called countervailing 
duties. But the protection began in 1925 has enabled it to reduce the imports of 
foreign cloth from four-fifths of the home demand to one-fifth. Statistics given 
earlier are illustrative of the development. 

Many technical improvements were effected by the industry during the period, 
chief among these being the installation of modern machinery for spinning weaving, 
and the development of new bleaching dyeing, printing and finishing process. In 
the post-war period it is meeting new difficulties which are not due to any lack of 
inherent strength. 

Sugar. —Sugar is another example of an industry brought to its present level 
by protection. The sugar output in 1932-33 was only about 300,000 ; but in 15 years 
it has risen to over a million tons. It now supports almost the entire home market. 
There has been a steady improvement in the quality of cane for which the most 
suitable seed has been developed after a long experiments at Coimbatore. Thanks 
to the recent technological advances, facilitated by the Central Research Station 
at Kanpur, a higher per centage recovery of sugar from cane has also become possi¬ 
ble. The dovetailing of the several connected industries ; the fullest utilisation of 
all by products ; and the coordination of the industry with intensive scientific 
farming has made the industry in some cases much more economic to operate and 
profitable for all concerned. 
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Pa,per. —Paper industry is yet another which gr?w because of the protection 
granted to it in 1925. The duty imposed on imported wood pulp some years later 
was instrumental in the development of the productid a of indigenous bamboo pulp 
which is now the main raw material for paper making in the country. Recently 
pidp making has been taken in hand in C. P. and in Assam. The production of 
fine writing and printing paper increased rapidly in th<; last decade. The same was 
the case with Kraft or packing paper ; but in the absence of proper raw materials 
for making mechanical pulp, all efforts made by the Forest Research Institute to 
produce news-print in this country have not succeeded so far ; and so the whole 
of our annual requirements of about 50,000 tons of ne ws-print, has to be imported 
from abroad. 

Question 23.—Please indicate the significant features, f any, in the structure and' 
organisation of protected industries with rt sped to :— 

(i) size of the unit. 

(ii) their location. 

(Hi) the development of combinations, horizontal or vertical, 

(iv) the development of ancillary industries. 

(v) Any other subject that you may consider it n cessary to mention. 

Do you think the form or manner in whiih protection or assistance has 
been given to these industries has anything to do with these features t 
Which of these features are in the interests of our economy and which are 
undesirable ? 

In the case of modern, mechanised, mass producing industry, the size of the unit 
enterprise tends to increase as the economies of large male production can only be 
enjoyed if the unit is as large as possible. There is als > a tendency for industries to 
be concentrated, as is the case with the Cotton Textile M ills whicn are located mainly 
in the three centres of Bombay, Ahmedabad, and Sbolapur ; the Sugar Industry 
three-fourths of which is situated in the U. P. and Bihar; the Jute industry in and 
around Calcutta or the Iron and Steel Industry with all its ancillaries at Jamshedpur. 
The advantages of specialisation of industry which arc in force in such concentra¬ 
tions, speaking broadly, are in the interests of the country. 

Combination among competing firms tends, thai ks to protection, grow. It 
secures the advantages of the maximum possible cooperation, and consequent 
economies among the units in an industry, which may be passed on to the consumer 
in the shape of lower prices, or to Labour engaged in in lustry in the shape of higher 
wages as well as profits to the pioprietoi and manage). The outstanding example 
of all these is that of the Indian Cement Industry, the several factories in that 
industry were made into Associated Cement Companies, whose only competitor 
before the War was the Dalmia group of the industry As these combined during 
the War and pooled their resources, they were between themselves responsible for 
something like 85% of the total output of that indu stry. 

Combination also has been found economical in ;he case of Indian Shipping 
Concerns. The principal Indian-owned shipping concer is all combined and operating 
successfully against their British competitors still rooted in this country. Witn 
their very limited tonnage, however, they can get only a small share of the available 
coastal or overseas business. Nothing like a complete monopoly has beer achieved,, 
the combine operating only for the strengthening of ihe weakei units, nor has it 
achieved a complete monopoly in the case of the comb: nation of Construction Com¬ 
panies which are able to provide adequate equipment on a large scale for a variety 
of enterprises. 

A noteworthy case of vertical combination has oc urred in a Sugar concern in 
Bombay, the Province of which also can produce power alcohol and dairy produce, 
including milk and all milk products and sweets, cattl? dung provides manure on. 



the spot as the canal providts water for the cattle, and cane ends provide green fodder 
for the cattle, who in their turn provide milk, thereby showing the possibility of 
-dove-ti ibng one enterprise into another in such a manner that the finished article 
of one way be the raw mated. 7 1 of another. Such a combination or joining of mutually 
connected industries into a composite whole cannot but be regarded as beneficial. 

This also answers item 4 relating to the development of ancillary industries. 
The Iron and Steel industry lias set a good example of developing a number of such 
industries in the same centre after the principal industry had grown. 

Fiscal protection given in the form of import duties, whether ad valorem nr 
specific, naturally encourages the domestic producer, protected against foreign 
■competition, to secure as large a slice of the home market as is possible. A mono¬ 
poly ordinarily aims, not at the greatest possible production and therefore the widest 
•development of the industry, but at restricted production, to secure high prices of 
the output. This is prejudicial to the consumer as •well as the workers engaged in 
the industry, and so to the country as a whole. 

Of the other features mentioned in this Question, neither the size of a unit, noi 
the localisation of any industry has reached such proportions as to be objectionable. 

Question ‘24 .— If you consider that the undesirable features mentioned if any, irere 
due to any defects or deficiencies in the control exercised by Government 
over the protected or assisted industries, please point, out such defects or 
deficiencies. 

.Scverel instances may be quoted of such defects, which have, however, not al¬ 
ways been properly attended to. For instance, some years aftei protection was 
granted to the local sugar industry, it wafe'found the cane producer was at a dis¬ 
advantage vis-a-vis the factory owner. It was only after sonic experience had been 
gained that measures were adopted to ensure a fair share of the improving fortunes 
•of the industry to the producer of its basic raw material. 

The biggest d< feet, however, is in regard to the consumer’s burden. It has been 
suggested that the burden of fiscal protection is borne by tiie consumer, who has to 
pav a comparatively high pi ice for the produce of such protected industry, while 
it is building up its position to a competitive level. This is a sacrifice the country 
may well bear if there is assurance that, in course of time, when the industry becomes 
self-sufficient and able to stand competition from any source, prices of the home 
product would be appreciably lowered. Either the protective duty would be re¬ 
moved when the industry no longer needed such aid, or prices of its products be con¬ 
trolled and regulated. This has not always been effected in this country while under 
.a Foreign Government. The principal industries which were first to receivi protec¬ 
tion were after 10 to 15 years removed from the list of protec ted industries. But 
the prices of their products have not materially declined. One explanation of the 
continued rise in the price level is Government's own policy of inflation begun during 
the war, and continued almost uninterruptedly thereafter though in varying degrees 
of intensity. While Government is unable to check its sins of commission and omis¬ 
sion of this kind, it would not lie in a position effectively to cure such defects in 
the working of local industry. 

Question 26.—To what extent has the protection or assistance afforded to an industry 
resulted in (r/) its progressive mechanisation, (b) the introduction of new 
economies and other technical improvements (c)the optimum utilisation 
of indigenous raw materials and by-products' 

Please, illustrate with examples drawn from your hunvledge or experience. 

The statistics given earlier in regard to the progress of protected industries the 
growth of the number of establishments in each such industry of the capital invested, 
and labour employed, of the raw material consumed, and total production, would 
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suffica for answer to this question. The case has also been mentioned of the Iron 
and Steel Industry as well as of the cement industry, wl ich, by properly organising 
the industry, utilising and developing all ancillary indu; (tries and otherwise rationa¬ 
lising, production has helped to effect economier in the i iternal organisation of those 
industries, and their general working, which would not have been possible if they 
had not been sure of their own ground, and were faced with remorseless and relent¬ 
less foreign competition. 

-Question 26.—\Has the protection or assistance received by our industries induced any 
substantial increase in the supply of — 

(а) technical personnel required by the industries. 

(б) skilled labour. 

(c) semi-skilled labour. 

(d) stabilised industrial labour force. 

Answer to this question also has been provided in the form of statistical material 
and explanatory comments on the same, relating to tl e development of technical 
and training institutions in the country, or facilities foi skilled labour increasing in 
Tecent years. 

So long, however, as the available industrial emplo fment is disproportionately 
small and limited ; and so long as agriculture continues ;o be the principal source of 
livelihood for the largest proportion of the population, i stabilisation of labour force 
in industry, as mentioned in (d), is difficult to form. The remedy is to strive for 
a more balanced economy, wherein the undue pressure on the soil would be dimini¬ 
shed by alterative employment being created in modern industry, and ancillary 
.services or Transport by land or sea, commerce and gener il administration, including 
management of industry. The Commission must, therefore, interpret their Terms 
of Reference widely enough to include these objectives, and frame their recommenda¬ 
tions to achieve this end. 

Question 27.—To what extent, if any, has industrial research been initiated and 
fostered by the protected and assisted indust 'ies ? 

In more than one case has an industry developed it s own technical research or 
assisted it. The old time method of working and learning was pursued, all the more 
easily as the growing vogue of automatic machinery dispensed with the need of 
personal attention, skill or exertion. In the more mode: n industries, they are sub¬ 
stituting practical training in their own establishments or combining to set up a 
central Research Institute to serve the needs of the enti re industry for technically 
trained personnel and higher scientific research. The Sugar Technological Institute 
at Cawnpore, or the Cotton Research Laboratory at Bombay ; or the Bombay 
University Department of Chemical Technology and Textile Chemistry, may le 
cited as instances where an industry itself encourages oi fosters research, either by 
special scholarships for research on specific problems, or large-scale endowments. 
The Tata Iron and Steel Co., has its own fairly large-scale research laboratory, specia¬ 
lised for that particular industry, and used for the benefit of its own employees 
primarily. Other industries, however, depend upon the general progress of scienti¬ 
fic education, technical training, and high grade research n the Universities and the 
system of public education in general for advancement of technical skill and research 
connected with their institutions. 

Question 28..—Do you consider that the revenue tariffs imposed in the past have 
had any appreciable effect on the growth and o emlopment of our industries 
and on the course of our export and import trai 'e ? If so, would you illus¬ 
trate your finding with some examples draw n freim the trade or industry 
of which you have knmvledge or experience ? 

No. 
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Question 29.—What are the broad effects of the tariff policy pursued by the Government 
between 1923-39 on the vohtme, character and geographical distribution 
of our ( i ) import, and ( ii) export trade ? 

( b) To what extent was the relative importance of our domestic and foreign 
trade affected by this policy during this period. 

The answer to an earlier question above where statistical tables have been 
appended, and general observations made would suffice in this case. 

Question 30.—Do you think that the development of any of the protected industries was 
hampered by the policies pursued or the measures adopted by Government 
in rgeard to matters other than protection ? Please give examples. 

Three or four instances can be mentioned in reply to this question wherein 
Governments policy, apart from fiscal protection, have indirectly affected the deve- 
opment of local industry. 

( i) The change of ratio in 1926 between the rupee and the sterling from Es. 
15=£ 1 to £ 1= Es. 13 1/3, has adversely and obviously affected the scope 
for the export of Indian goods. The continued link between the Eupee and the pound 
sterling, even after the latter had been dislinked from gold, and suffered a steady 
though concealed depreciation, during the World Repression, the War, and 
after, still affects the development of industry in India. India was throughout 
the British domination never allowed to manage her own currency system, in her 
own way, to suit her own interests. Even when all other countries, including 
Britain, were manipulating their currency and exchange as effective, though tem¬ 
porary, remedies for stimulating local industry and exports, India was held fast to the 
Sterling ratio, raised by 12£%, even while Sterling itself was steadily depreciating. 

India, however, today, though in independent, sovereign State, is not imme¬ 
diately in a position to reverse the fixed ratio, since, from having been a creditor 
nation for decades past, she faces the likelihood of becoming a debtor country, with 
a heavy and growing balance of trade against her even though the so-called “Home 
Charges” have disappeared. Those, however, who have the shaping of the fiscal 
and financial conditions of the country should not overlook the device of Exchange 
ratio affecting very materially the success of the country’s industry. 

A second example of the same kind is in relation to the Transport system, within 
the country, and particularly the railways, whose rates could be effectively manipulat¬ 
ed to help local industry. These are utilised more as a source of easy taxation or 
monopoly profit, than as a price for service rendered by a public utility. Every time 
the Government in India were in need of more revenue, railway rates and fares were 
increased, or surcharged, irrespective of their reaction on the local industry, trade 
or general economy. This is highly objectionable, the more so as it has a prejudicial 
effect on the country’s industry which is not always perceived. 

The general financial policy including taxation and expenditure, is another 
example ofthe same kind. The Eoosevelt administration in the United States, 
tried on a large scale, and with considerable success, increased public expenditure 
from borrowing to stimulate American industry during the Depression and increase 
employment. The Government in India have yet to recognise the use of public 
expenditure, wisely laid out, to increase employment and productivity. The recent 
increases in tax rates have scared industrialists to sUch an extent, the unexpected 
depression has resulted without arty obvious justification for it. Even in the matter 
of Customs Duties, the presence of revenue duties makes the aim of fiscal prot ection 
complicated, if not ineffective. 

One more example may also be added; that of the Grow-More-Food campaign, 
and its reaction on industry. Without questioning its necessity, one may, however, 
point out the disadvantageous consequences of uncoordinated re du cifin of area 
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Factors in the formulation of a new Fiscal Policy , 

Question 31 .— What in your assessment is the relative importance of the main changes 
in the pattern of our foreign trade which hat e taken place in the period . 

(a,) 1939-45, 

(b) 1946-49. 

(a) During the War years 1939-45, it was impossible to procure the caiptal or con¬ 
sumer goods which India did not produce herself, and for which her usual source of 
supply used to be Britain, the Dominions, the U.S.A.. Germany and Japan. Ger¬ 
many and Japan were, of course, out of the running altogether, during the War, 
In Britain the local industry had to be diverted alrm>st entirely to war purposes, 
so that hardly any plant was available for civilian o • consumer's goods. And the 
sama might be said about the British Dominions like Canada, or allied countries, 
like Erauoe. 

Ii\ the U.S.A. up to 1941, civilian production continued; but the war demand pf 
PJuropp for those goods as well as munitions was so intense, the possibility of U.S.Al 
joining in the War was so imminent and so rapidly growing every day, that ' eve* 
beforp the U.S.A. entered the War.officially, the Lease Laid System had been evblved 
mainly to supply the war needs of British and her AHiet. When America joined thfe 
W»f on fyer own account, the entire productive organisation was turned tow ards suppi 
lyjgg Jnjr own and the Allies’ war needs ; so that the civilian demand in countries 
like India, either for consumer or capital goods, had to be almost utterly denied. 

Thiiiwaa the chief explanation of the series of regulation* which came to qftotrq) 
both Imports into and exports from India during the*? years. The control 
gpew in scope and volume as the war intensified till the larger portion of the entire 
foreign trade was covered by it. 

The growing scarcity of shipping also was responsible—certainly after the unres¬ 
tricted submarine warfare which Germany began, anc which Japan followed up 
when she too entered the War. Prices also rose very steeply but as Indian Industry 
and production of all kinds began to get ever higher prioe i, that would not by itself 
hinder exports from India or imports into this country by itself. But coming, along 
ypth other factors, it affected the industrial position in India, favourably even u 
temporarily. 

The ohief consumer of Indian exports Eke notion, both raw and manufactwei— 

yr*w<heforetha.Waflf Jaj^/a#d.tkeoeaotoi^4^biid HPder hsr domination- 
Aa they Vfere «»V off by thft Ww,,bi*d,asA*Mb.y^frfle£14sa was materially impede* 
the principal ex porta of India n*t#iwlly suffered A declire. Other articles likeJnta, 
camel unddr, the. influent^ of Leaae , Tfco, fa,ftor* v bjoh affe cted im ports 
shbwed thewaeWesJn connection with the expeita. That part of the trade had able 
therefore to be controlled. 

(b) After the end of this War new difficulties have cropped up in thiscountry: well 
as outside, to. iofluence.intwnajioBal. trade. The procajs of rehabilitation and r$- 
congtruotiok, which the principal belligerent countries neluding Britain and 
United States, had to take up, in oof yet completed, exjept perhaps in the Unified 
18 U. «f Un, 
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States. But the aftermath of war and the prevailing tension in intern ational rela¬ 
tions inclines American energy to prepare fcA'the next war; or to strengthen the Allies 
( e.g by the Marshall Aid Plan for European Recovery) which she may expect to have 
if and when that war comes ratherthan to emphasise normal production and trade. 

The prevailing scarcity of Dollar Exchange operates in the same direction making 
trade w r ith the so-called ‘Hard’ currency areas more than ever difficult particularly 
in regard to imports. 

British economy has been so affected by the War, all Britain’s foreign invest¬ 
ments having largely disappeared or used up, and her shipping substantially des¬ 
troyed, it takes her all her energy and determination to revive her local industry and 
recondition trade in the altered situation. She has now very little of those 
‘“invisible exports” which came to her as interest on loans to foreign countries, 
profits of capital investment abroad, shipping freight, banking commissions and in¬ 
surance premia, not to mention the payment for the services of her nationals in 
foreign countries which formed such a substantial portion of the “Home Charges” 
from India before 1947. Notwithstanding all efforts at increasing production, 
Britain is now a heavily deficit country so far as the balance of international ac¬ 
count is concerned. She has a very large adverse balance every year against her. 
For a time this was got over by the Anglo-American Loan of nearly £1000 million. 
But that loan was exhausted much sooner than was anticipated, and the problem of 
making her exports pay for her imports is more acute than ever. 

Those countries consequently which are linked with and dependent upon sterling 
have reflected difficulties, even if their own economy may be intrinsically, sound 
enough to. return rapidly to normalcy after the War. In this country as remarked 
already the situation has radically changed since the Partition owing to unexpected 
problems, like food shortage, shortage of raw materials, and the growing demand for 
consumer and capital goods. Imports on all these accounts are intensely needed. 
The exportable surplus on the other hand has suffered heavily on account of the 
partition, which has taken away considerable areas producing food and raw mater¬ 
ials. The staple of Indian exports, jute and cot ton, supply of food stuffs like wheat or 
other raw materials, has thus suffered. Tea remains the only principal export yet 
unaffected. The manufacturing goods which are increasing in volume are however 
still insufficient in many eases to meet local demand. Their figuring therefore 
on the export side is limited. 

India thus suffers from all tiie hardships of a deficit country and sees no ray of 
hope of reconstructing and rehabilitating her national economy, within a reasonable 
period, to be self-sufficient, if not a creditor country, or surplus exporter on the 
balance. 

» 

The absence of any definite programme of reconstruction, rehabilitation or re¬ 
ordering,; the uncertainty of a definite policy in essential matters, like public finance, 
including taxation, currency and exchange, makes the nerve centres of industry 
extremely shaken, and unable to get on with the process of reconstruction, such as 
it may be in their power to effect. 

India had, no doubt, considerable balances accumulated during the war years 
in sterling, and kept in London, at the time the War came to an end. But thesd 
balances were not and could not be made available immediately for conversion 
into hard currencies. Nor was Britain herself able to supply all the needs of India 
in the matter of her industrialisation, post-war planning or reconstruction. The’ 
only available remedy for India was thus inaccessible. 

The food shortage within the country has. intensified the exchange crisis. Ac¬ 
cordingly ships, plant, machinery and equipment—which are absolutely indis¬ 
pensable for rehabilitating the national economy of this country, and placing it- 
on a normal ai d progressive footing—are impossible. 
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Question 32. — Would you briefly analyse the effects of the (a) legislative and ( b) adminis¬ 
trative measures relating to the control and regulation of our foreign 
trade which Government have had to adopt during these periods on (a) 
our import and export trade and <b) the growth and development of our 
industries ? 

As legislative measures have been mentioned in reply to the previous question 
it would suffice, generally speaking, to answer the second part. 

The import and export trade policies and their administration were not con¬ 
ducive to the growth of industries. After the termination of the War, for one reason 
or another, import of a large number of consumer goods, the production of which 
was either already sufficient or could be easily stepped up, was permitted freely 
to the detriment of existing industries. But import of essential items like metals, 
engineering stores, machinery and machine tools which were not produced in ade¬ 
quate quantities was not allowed without a licence. Again the existence of res. 
trictions on the export of manufactured goods and the prohibition of even sending 
samples in some cases to foreign countries prevented the restoration of pre-war 
trade contacts and restricted the scope for development of indigenous industries. 

Question 33.—To what extent have these changes affected the fundamental premises 
on which the recommendations of the Indian Fiscal Commission of 1921- 
22 were based ? Please illustrate your reply ivith examples drawn from 
the trade or industries with which you may be concerned or about which 
you may possess adequate knowledge. 

The basic premises of the Fiscal Commission, as stated elsewhere, sought to 
give India a fiscal policy, which would afford “ discriminating protection ” to in- 
dustries that had reasonable hope of success, within a limited period. These expecta¬ 
tions were founded on the availability of raw material, sufficient in quantity and 
suitable in quality ; cheap and adequate labour supply, skilled as well as unskilled ; 
and a large and growing market at homo. Fiscal protection was also to be 
conditioned by the fact that, without it, the industry, otherwise suitable would 
have no chance to grow'. This protection was, further given on condition that 
no undue sacrifice was involved upon the consumer, and that within a stated period 
the industry thus protected was able to stand on its own logs and face world 
competition. 

For reasons mentioned iri answer to previous questions, these premises cannot 
hold good to-day. Nor can the limited objective and stringent conditions assumed' 
and prescribed by the earlior -Fiscal Commission be wholly maintained. As this 
part of the question has been dealt with already, no further remarks are necessary. 

•Question 24.—In the light of your analysis and appreciation, what is the relative im¬ 
portance you would attach under present day conditions to governmental 
measures for the promotion of our trade and industry which may be 
broadly classified under the following heads : 

(a) Fiscal measures. 1 

(b) Non-fiscal measures. 

L ■ f ‘ 

Bo far as fiscal measures are concerned, the commonest form, is that of customs 
•duties on imports of foreign products competing.with those of the protected industry 
«t home sufficiently high to set off the initial disadvantages or handicaps of the 
relatively newly planted competing indigenous industries. These have limits and 
may be counteracted. Other forms include subsidies or bounties in cash on certain 
conditions to be fulfilled by new industries or existing ones. The bounty fed (^sub¬ 
sidised industry or service must be sufficiently important, vital to the'Very existence 
•of the country to justify the direct burden on the Exchequer that such bohnt^aS or 
subsidies involve. There is also the danger that in times of financial strtAjreHmr 
this form of direct cash assistance may not be continued, T n a demdbrat^SHftjKji' 
Government this danger is not merely nominal, but quite reel and menacir g. 



Special trade agreements with likely consumers or sources of supply may be 
entered into so as to secure definite markets for the advantage of the local industry. 
These agreements are how a-days quite common and regulate the greater part of the 
international trade. 

Of these measures by themselves, the first has its own importance. However 
excesssive import or export duties may be given an invidious appearance of narrow 
nationalism or exclusive economy to emphasise the need of building up local industry. 
Subsidies and bounties are a more direct form of assistance which foreigners cannot 
object to. But they would appear in the light of a burden upon the tax payer, which,' 
in the present financial position of the country, may not be desirable. They am 
usually given in sufficient amounts, and often grudgingly ; and so they are not an 
easy and popular form of granting real help to the country’s industry. The per¬ 
ception, moreover, by the people of the advantages of such methods which involve 
direct disbursements from the public purse is so slight, that this form of industrial; 
assistance by Government would run the risk of being discontinued at inconvenient 
moments before the industry can be said to have arrivod at maturity. For these 
reasons, however effective such methods may be, they have relatively been loss 
important in building up industry than Fisoil methods of indirect aid by import and, 
export duties sufficient to counteract the disadvantages with which a new industry 
starts or an existing industry expands. 

Of non-fiscal measures, such as manipulation of Railway Rates and Shipping 
Freights for the carriage of locally maufaotured goods or raw materials, or imported 
machinery, its parts and accessories, special concession by way of exemption from 
import duties or other tax exemptions, licensing of industrial fttubfobments etc. 
have all played an important part in buflding up modern industry ill -many a Euro¬ 
pean obuntry and in America and they still have their place in ttw fiscal system 
of ap ind,W9trialjsing country. 

As observed in answer to a previous question, Railway Rates in India have been 
fixed by Government, which owns the railways, more with a view to make up their 
Budget deficit whether in the Railways themselves or in the general finances, than 
ta enable the railways effectively to serve the country*s economy am a Public Utility 
service. Special concessional rates in favour of local indnrtry were unknown. 
On the contrary “block” rates to carry away raw material admsitngeously, or bring 
in foreign finished goods to opmpete favourably with the pwriRarta of Indian in¬ 
dustry were ti^e order of the day until recently. 

Shipping freight for Indian trade could not, even if the oountry’s Government 
wanted to, be manipulated in favour of Indian Industry because Of the presence of 
foreign ship owner in Indian waters who would not be amenable to India’s needs. 
The telescoping of shipping freight with' railway rates was equally impracticable for 
India’s benefit. Tips form of assistance to local industry the Government of India 
have not exploited and do not still do so to any appreciable extent or in any scientific 
manner. 

Yet other forms of effective aid in appropriate cases include cheap lows, guarantee 
of dividends, guaranteed purchase of proportion of the output, technical training for 
Bt»ff : a , nd , 'prbvtiion'of expert' advicefifctb abroad, statfetfieal information rbgrttding 
markets; special supervision in the organisation of industrial coheepur sMch aa 
Joiht-Stock Odmpanies"or co-operative bodies; Trade Marks Ait, Merchant Shipping 
Apt and the hke, hav“ been known in other countries fry have influenced materially 
in buflding up localindustry and shipping. 

Each of these methods, devices or expedite has been pr is being triad by even 
ad vapoed industrialised countries, likp Britain. The Cunapi Shipping Cpmp^ny 
for example, has been advanced at very low rate of interest the capital, cost of build¬ 
ing. tl}e two largrct, vesse's of thc world—the and, the Efifipbeth. 

Other obippagijee have been aided, by direct enhance* IWJgSflWjiPW® 
tramp ate&hers. Reoraut trade agreements hare included onuses about quotas 
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■which would guarantee a certain market for the products of protected industries- 
Even Soviet Ruisia has had to obtain foreign experts on a large scale frojn spun tries 
"with a' way of life radically opposed to her?. Trade Marks and Merchant Shipping 
Acts have helped, and help even now in giving special concession or advantage to 
local industry, and discriminating between several countries of origin of imported 
goods to secure some advantage for our goods. While the commodity used statutory 
system of licensing every establishment might be utilised as much to guard against 
abuses, as to assist our own enterpr’se. All these are practised in a very, very limited 
and half hearted manner by the Government of India though in other countires they 
have beeen tried with handsome results. 

There is one form of encouragement to local industry which cannot be brought 
under- official Fiscal Policy, but which is nevertheless effective in its results in the 
wholesale deliberate disciimination in favour of one’s own products. We have an 
excellent precedent of Britain within the last decade in the so-called “Buy British” 
campaign. In this country, the Swadeshi campaign which was exactly on a par, 
met with a sturdy opposition from the then Government of India for reasons easily 
Imaginable. The movement nevertheless developed a sentiment which is much 
more valuable to the local industry than it could have been in the past. For instance, 
the oontinued existence of one large Shipping concern in this country, in spite of 
ruthless and powerful competition from foreign vested interests almost monopolising 
our carrying trade must be ascribed in no small measure to that sentiment. The 
reasons which prompted the old Government of India to resist these concrete 
manifestations of the Nationalist sentiment no longer operate. The new popular 
and responsible Government will find that this sentiment, if carefully cultivated and 
deliberately stimulated by means of all the modern organs of cultivating public 
opinion or propaganda,—like the Radio, the Cinema, the School, the Church and the 
Public Platform-will prove invaluable not only in an early attai uncut of the principal 
objective, but also in resaving or avoiding all embarrassment regarding complica¬ 
tions with other countries arising out of Trade Treaties or other obligations. This 
direct form of public assistance can be supported by indirect methods ar.d prove 
much more effective both,— fo: the short term and in the longrange and the eountiy’s 
industry could be intensively and rapidly developed as planned. 

F^r reasons explained earlier, the previous Government of India did not, could 
not or would not adopt any of these. Our new national and popular Govern¬ 
ment, which now has complete control of our destinies has no such inhibitions. 
Unfortunately, for the moment that even if it wanted to adopt these expedients or 
any of them aggressively it is not in a position to do so in any degree that would 
bring definite substantial results. Efforts are indeed, being n ade, as mentioned 
above to build up training institutions and scientific research which could be har¬ 
nessed in the service of industry. But these will take time and even when they come 
it may be questioned if all the advantages expected therefrom would be realist d. 
India would have to place her house much more in order, before she could be free 
energetically and effectively to build up her national economy to ensure the pros¬ 
perity of the country and a civilised standard of living for her people. 

Question 35.—-Would you indicate the extent to which an appropriate tariff polity can 
further our foreign trade and assist in the development of our industries' 1 . 

An appropriate and clear-cut tariff policy, consisting not only in import or export 
duties, but a properly co-related systematic well thought out policy in all its several 
forms and devices each suited to the different needs of the several industiies, and 
also fitting in the aggregate national economy, would help rapidly to develop* an 
intensive all-round industrialisation of the country so as to make a harmonious and 
sympathetic whole. It should avoid excessive emphasis merely on the building up 
•of larger industries. For such excessive or one-sided emphasis might create new 
problems by lopsided development. A balanced economy, wherein due place would 
be given both to agriculture and industry, to all the ancillary services of banking, 
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transport, insurance and commerce to all utilities and amenities which make a decent 
standard of living must be the Ideal sought. All measures of policy should be adapted 
to attain that ideal. 

Question 36.—What in your judgement should, be the objectives of tariff policy in a short 
period ? 

This question demands a differentiative as between short term and long range 
policy, but requires the answer to be confined to only short term measures. Wo would, 
suggest that for immediate effect our fiscal policy should be framed and the measures 
taken in pursuance of it must be adapted to the immediate needs. At the present 
time the main difficulty of large scale industry is in regard to the procurement of 
new capital goods, including plant, equipment and machinery, their parts and acces¬ 
sories. Tliis difficulty is for the moment intensified by the shortage of foreign ex¬ 
change particularly in ‘hard currency’. Measures must therefore be taken whether 
as part of the country’s fiscal policy or otherwise, which would obviate or remedy 
this immediate difficulty, and provide the equipment necessary for existing and new 
industries to expand and develop. And pending this establishment of large scale 
mechanised industry, its smaller cottage-scale counterpart should be actively re¬ 
organised, reconditioned and stimulated to make up as much of the gap in consumer 
goods as pos -ible. Moreover short-period activities should be confined to large scale 
consumer goods industry and directed by the centre cottage industries may be pursued 
by the Provinces. 

The policy of protection by customs tariffs manipulation, in the shape of export 
and import duties may also be redesigned and adopted to the more urgent require¬ 
ments. It must be harmonious with the rest of the economic policy, including all 
branches of Public Finance. It must at the same time be appropriate to provide 
scope for indigenous industry to expand and develop for the supply, primarily, 
of the whole of the homo market, for the employment of all available local labour, 
skilled or unskilled, and for capital investment equal to the industrial potenti 1. 
It must, finally be sufficient for building up the general prosjieiity of the country 
and ensuring a better standard of living for its people. 

The objective in view, therefore, even in short term development of particular 
industries which may ask for protection or which the Commission feel would deve¬ 
lop effectively with the aid of protection, should be a balanced economy and 
attainment of national self-sufficiency in as wide a measure as possible in essential 
requirements which should not be lost sight of. 

Question 37.—The Minorities Report of the Indian Fiscal Commission of 1921-22' 
expressed the view that there should bean unqualified announcement 
that the Fiscal Policy suited for India is protection. Do you agree with 
this view f 

Certainly. While the country has to build up all the ‘key’ industries as well as 
the vital essential services, not only to ensure material prosperity and a decent 
standard of living for the mass of the people, but also in the still larger interests of 
iiational safety, security and independence. Such declaration of national policy 
would be as legitimate as it is necessary. We have a heavy leeway to make up in our 
industrial development and economic prosperity; and it would be futile to expect 
to realise this objective without such a policy and definite, adequate measures taken 
in support of it. The ideal of National Self- Sufficiency in vit.'.l and essentia] 
requirements held out in these answers and of securing a properly balanced economy 
also repeatedly emphasised, demand that the only suitable policy tor the country 
is one of adequate and effective aid and protection in appropriate forms, given to 
enable new industry.to build itself up to its optimum capacity, and existing ones to 
recondition, rationalise and expand themselves so as to secure all possible economies, 
and meet the maximum possible of the home market demand at least. 
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It is for these reasons that the policy of adequate, effective and appropriate, 
and sufficiently durable protection should be emphasised by tnis Commission no 
less than by the Minority Commission of 1921-22. 


Question 38. — If, so, what principles and conditions would you lay down for regulating 
the grant of protection or assistance ? 

Having accepted the principle of adequate, effective and sufficiently durable 
protection to all suitable industries in the country, this Memorandum would not 
limit or condition that by considerations which seem to have weighed over much 
with the Fiscal Commission of nearly a generation ago. The apprehension of a pro¬ 
tectionist policy proving a burden to the consumer, or the community as a whole has, 
as already pointed out, been misconceived for obvious reasons under the then politi¬ 
cal and economic condition of India working in absolute subordination to the Econo¬ 
mic Imperialism of Britain. They are not likely to occur in reality. In so far, 
however, as it does occur notwithstanding all precautions it will be more than counter¬ 
balanced by the establishment of new industries which will compensate for or avoid 
the really burdensome character of Fiscal duties and of other appropriate forms of 
effective protection to indigenous industry. 

Nor need it be assumed that a protectionist policy towards industries would 
necessarily be burdensome : it may take the form not of import or export duties 
but may be equally well found in indirect measures imperceptible in their effects 
e.g., manipulation of freights on railways or waterways ; exemption from taxation ; 
special currency and credit facilities; provision of technical personnel and expert 
advice; improving the general educational system, anil affording amenities for wor¬ 
kers so as to increase their productive efficiency and a number of other cognate 
expedients or devices which would be beneficial in the long run to the community 
as a whole; and at the same time helpful to the industrial growth of the country. 

r Other specific conditions for according protection, like availability of raw materials, 
of labour, and of market; or the inherent possibility of the industry thus developed 
to withstand competition within a given period and stand on its own legs, suggested 
by the earlier Fiscal Commission, are necessities of the real and lasting growth of 
any industry. To stress them, however, by making them each a condition pre¬ 
cedent for the grant of protection is apt, in the ordinary mind to overlook the still 
more overriding considerations of national safety, security and self-sufficiency in 
essential needs. 

We would, therefore, not insist upon these conditions as the sinequa non of 
granting protection to any industry which on investigation is found to bo in need of 
it. The development of industries in our view should be a matter of general policy 
and planned programme by the National Government on a nationwide scale of 
development, in which the Fiscal policy, financial measures, education and other ad¬ 
vantages would be integral parts and inseparable concomitants. All would, more¬ 
over, be integrated and corelated, one with the other, so as to make a comprehensive 
and consistent scheme of development. In such a carefully divised, corelated and 
comprehensive programme, no detail, like these conditions, would be over¬ 
emphasised at the cost of los : ng perspective, proportion or balance of the whole 
picture. 

The only condition which need be mentioned at all is in regard to an industry 
being suitable to the country with reasonable possibilities of development by the 
fostering care and encouragement of the State. It must be essential to the very 
existence of the country as an independent nation, or vital for its aggregate national 
economy to be maintained. It must function smoothly to achieve a predetermined 
objective or goal. 
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Question 39.—Would you, in the application of the formula or principle, if any, or 
in the administration of the policy in general, like special consideration 
or priority to he given to any particular classes of induAtty '? if so, 
please mention classes. 

This is a matter for some kind of an overall National Planning Authority to 
advise upon. Such a body itself would have to be guided by the prevailing condi¬ 
tions and circumstances under which such policies have to be framed and measures 
to be carried out. For a country in the position that India is today, and under the 
circumstances now obtaining in the world, priority may have to be given:— 

(») Industries indispensable for the maintenance of the country’s defenoe- 
safety and seourity. This will include not only industries directly connected with 
the production of armament and ammunitions of all kinds ; but also all vehicles, 
instruments or apparatus concerned with the organisation, equipment, 
movement, feeding, clothing and housing of the defence forces by land, air or sea as 
well as their auxiliaries, their health and education. 

(b) Industries relating to the production of primary machinery and machine 
tools, essential for the building up of other important industries. These may be 
called ‘Key’ or mother industries, whose list may be large, and whose establishment 
in this country is a matter of the country’s economic independence and industrial 
self-sufficiency. 

The mere question of competitive costs in production at home or of imported 
goods from abroad, which seemed to have influenced unduly the previous Fiscal 
Commission cannot be suffered to influence the decision on this matter by the Gov¬ 
ernment of the country. A foreign Government, operating in subsidiary co-operation 
with their Home Government , may take such a view. But a National Government 
resting on the support of the people cannot afford to ignore the very fundamental 
requirements of the country’s industry at large as well as other sectors of the national 
economy. 

The only condition that may be urged or insisted upon would bo that these 
various aspects, sectors and items which make up the aggregate national economy 
should be integrated, mutually corelated and developed simultaneously. The 
degree of emphasis may from time to time vary. It may increase with the prevailing 
circumstances, both within the country and outside. But such variation would be 
temporary, and cannot be held to affect the main order of development indicated 
above. 

(c) In giving priority to the first two, we are not overlooking the claim of con¬ 
sumer goods. In fact, in so far as the actual standard of living for the large mass 
of the country is and has been below par, increasing production of consumer goods 
including foodstuffs, clothing, housing, etc. is a matter of vital necessity, and cannot 
be deferred to any distant future. 

One may even assert that the priority given to the two preceding classes is 
really in order to secure the better development and fuller growth of this class df 
industries, in so far as they bear directly on the daily life and work of the people. This 
group would include not merely productive industry, whether on the large or the 
email scale ; it must comprise all forms of production and distribution which would 
enable proper consumption according to pre-determined standards being had by the 
mass of the people. It would, therefore, include inevitably industry, agriculture, 
as well as all public utilities and services, such as Health, Education and Sanitation, 
transport and other public Utilities. These last may not be productive of material 
goods directly by themselves ; but they materially assist those other industries that 
directly produce material goods. In this large group there may be varying priority as 
between different items or groups of items according to special circumstances or pass¬ 
ing conditions. But taken collectively and for ordinary peacetime life, they make 
«p the aggregate standard of living. 
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An improved standard of living whiph is universally admitted necessary for 
tile ’tiikss of the jjeb[|Ae, /is^Ke f ib6n!t'fts bih'ch of ftici^i^ed 'pfi&thfdfcioh -fis of bettor, 
mdre Vktidhal, more e^ditable 'dfstribfitfiqn s 6f 'tRe nlkionfel Dividend. "For tiffs 
pdrpdfe thhall over pblicy %o t<^^s!tb'MSiJeyWdp : the cctafftry’s CconiOmy as a whole 
must ^ay due regard to'this lCSs 'tdrtgihle 1 but ho less iihpbrtaht requirement bfajfhll 
and rich life being ensured to the ediriihhrtrty as a whole. 

Question 40.—Do you agree with the view that the grant of protection should not be cob- 
fined to “infant industries” but should be considered, if necessary, 
even before an industry is established, or when proposals for its establish¬ 
ment are under consideration. 

For reasons just given in the answer to the two preceding questions, it would be 
•evident that the policy advocated by this Memorandum is not in reference to an 
existing industry in its early struggling stage. It applies equally to existing industries 
struggling against foreign competition but also to potential development of the 
country ; and that, also, only in matters industrial. A Fiscal Policy even if it is 
part of the general policy in this regard, will have to be framed and applied so as to 
maintain its due importance in the aggregate scheme of the national economy. 
For that purpose Protection, aid or encouragement by the State must not be 
confined to only such industries as, being in existence, have to struggle for very 
existence. 

■Question 41. —(a) Please indicate your views on the various alternative methods of pro . 
tection, e.g. 

(i) protective import duties, 

( ii) bounty or subsidy, 

(in) system of pool prices, e.g. the aluminium price pool which was in force 
till recently, 

(iv) quantitative restrictions of imports based on a guaranteed market for at 
least a percentage of domestic production when such quantitative restric¬ 
tions can be imposed without conflict with pre-existing agreements or com¬ 
mitments ? 

(b) Which of these methods should be the normal method ? 

(c) Would you like an appropriate method to be determined in each case 
on its merits ? If so, what are the conditions you would like to bear in mind 
in selecting the method of protection. 

A greater part of this question has already been answered above. The role and 
importance of import and export duties on corresponding goods made in the country 
itself has already been examined and defined. The limitations of this sytem have 
also been indicated. 

ft) It is. perhaps the most effective form of protection to the local industry and is 
mosthofnmohly ptactised. Its possible disadvantages, e.g. uhhectessaf y or dispropor- 
tiOA&te burden on the consumer, of the growth of monopolies in protected industries 
by rbeans of trusts, syndicates, cartels and the like, should not be ignored. 

(ii) Mention has also been made of the effect of subsidy or bounty hr building up 
or developing an industry. These are cash payments ’Y'ide in support of a specific 
industry, and calculated on a specified basis of outpu^jp done. For instance, 
shipping bounties were paid in Japan for every Asi^milt in fijat country, while the 
ton subsidy by Britain to her Tramp ShipjFng in the thirties was intended to keep 
alive a class of business which waB slowly dying out, but which nevertheless helped 
to earn what may be called invisible exports for Britain in the years when they 
were badly needed. The growth of the sugar industry in Europe by means of bounties 
is a classic example of this form of assistance ; while payments oh account of carriage 
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of mails, stores, personnel by ships is a ■well-known universally practised form of sub¬ 
sidy. We have already pointed Out the objectives inherent in this method of assist¬ 
ing given industries. They are direct visible burdens on the public exchequer, and 
so liable to be terminated at any time by the Party influence at different moments. 
Industries helped by such devices would not be in a position to make any long range 
plans depending upon such help, unless they are of such vital national importance 
that no country would dare to scrap the system. 

(in) No specific remarks are offered on this point, except, that unless such pools 
are universally agreed to and observed, they may not be very effective. Even when 
they are part of an international agreement, and are made so as to harmonise the 
interests of each party to the agreement, they may be believed to be unfair to some. 
That would lead to their own undoing. 

(iv) This method may be appropriate if the country’s output is limited, and equal 
to the aggregate local demand. Foreign competition in given cases, may be so serious 
that no portion of the local production might be available to the domestic market, 
unless some such device is adopted by which competing foreign imports are limited 
thereby reserving a reasonable share of the domestic marker for the local producer. 
This would naturally raise the price and so provide a protection without any direct 
burden upon the community as a whole or upon its exchequer. 

(b) In answer to an earlier question the advantages as well as the disadvantages 
of each of the several forms of protection have already been shown. The commonest, 
the easiest and most frequently practised is the system of protection afforded by cus¬ 
toms duties on competing imports, or exports of home production so as to guarantee 
a certain amount of raw material for the domestic producer. This, however, suffered 
from the handicap of imposing a burden of the community as a whole indirectly. 

For industries of vital national importance, on which the safety, security or in¬ 
dependence of the country may depend, such indirect methods would not suffice. 
Where cost, direct or indirect, is not an overwhelming consideration, industries, 
services and utilities will have to be developed by every form of State aid and pro¬ 
tection . This applies to the vital services and basic industries of transport, including 
shipping as well as ship-building, the production of armaments and munitions of all 
kinds, the industries connected therewith, development of the mineral wealth of the 
country and the like. 

Exclusive preference cannot be shown or exclusive reliance placed on a single 
method, device or expedient of State aid to industry. The time factor is also im¬ 
portant in evaluating the utility of such device. That is to say, if and where long¬ 
term planning is necessary for the establishment of an industry, methods will have to 
be adopted which would permit of such plans being made in advance. Where, how¬ 
ever, the need is immediate, and development of particular industries is required with¬ 
in a short time or immediately, as for example during the last war, the efficacy of slow- 
working long-range forces like Customs Duties or price pools will not serve. 

(c) Answer to this part of the Question is implicit in the two previous sections. 
The exactly appropriate method is a matter of balancing, various and not always 
mutually harmonious, considerations. For one and the same industry, a method 
which is appropriate today may not be so five years hence. A combination of 
methods and devices may also be necessary for particular circumstances, or in cases 
of immediate urgency. The only conditions one may lay down safely, which may be 
generally helpful is that the ultimate objective, as well as the immediate aim, should 
be clearly defined ; and meas should be devised and adopted to realise that objective 
as effectively and as early as Possible. 

Question 42.—What should, be the Government's -policy and procedure where the situation 
calls for only safeguarding or anti-dumping measures as distinct from subs¬ 
tantive protection whether for small scale or large scale industries ? 

The safeguarding of an industry becomes necessary either when there is unfair 
competition by doubtful methods like Deferred Rebates by foreign monopolist con¬ 
cerns, or because some immediate urgency, requiring the maintenance of such an 
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industry within the country. The safeguarding measures are not eassentially pro¬ 
tective, but meant to preserve and maintain important or essential industries already 
in existence and fairly developed ; but which are threatened with extinction by some 
new international development, technical innovation, or economic circumstances. 
They are, therefore, adopted, primarily to guard against the risk of dumping by 
countries with deliberately depreciated currencies, or their subsidised goods, or with 
the deliberate design of preventing the establishment and growth of given industries 
in the importing country, or for any political reason such measures would presumably 
be of short duration, while the particular contingency lasts. They must be distin¬ 
guished from substantial mearues of protection and deliberate aid to a given industry 
to come into being and grow which must necessarily be of comparatively long-range 
character. 

For anti-dumping and safeguarding measures to be carried out satisfactorily,, 
administrative machinery would have to be devised with power to react upon each 
changing condition or factor which necessitated the measure in the first instance, and 
which required application in varying degrees from time to time. 

When Japanese dumping of cotton Textile goods in India became vary serious, 
and when it was realised that such dumping was facilitated by deliberate depreciation 
of the Yen, the Indian Government had to replace by specific duties their then existing 
ad valorem duties, in order to guard against such practices. The change was thought 
to be necessary only for the time being. It was adopted mainly beacuse no other 
method of adequately and effectively safeguarding the local industry was available 
under the then existing Trade Treaty between Japan and the Government of India. 

The deliberate and heavy reduction in freight, by the Japanese Ship Owners in¬ 
terloping in the Indian Coastal trade, including trade with Ceylon and Burma, was 
another instance of subsidised shipping helping to dump essentially of the same 
kind as the above. The Government of India, how ever, did not bestir themselves to 
act for safeguarding the interests of the then existing Indian Shipping until British 
interests clamoured for such protection. An agreement was then made between the 
Indian and British Ship-Owners doing business in Indian waters to share the traffic 
in certain proportions, Indian Shipping getting only a fraction of the total trade, by 
which some steps could be taken against Japanese action in the matter of standard 
or reasonable freight. Beeent substantial reductions in freight by the Dutch Lines 
of ships doing business with India also involve heavy loss. But besides protesting 
against the action, the Indian Government seemed powerless to do anythirigby way 
of protection or safeguards until once more an agreement was reached between all' 
concerned to maintain a reasonable level of freight rates. W T hen such a rate-w'ar is- 
launched to serve the private ends of a foreign company the combines adversely 
affected should have the right to meet the crisis by suitable action against the foreig¬ 
ner and the international commitments meant for normal usage should be made 
inoperative in such contingencies. 

Question 43. — What place would you assign to Export Duties in the tariff systems in the 
future ? 

(b) Would you advodate export control (by duties or otherwise) for the- 
purpose of : 

(i) safeguarding the domestic consumer against critical shortages , 

(it) conserving domestic supplies of raw materials for utilisation by domes¬ 
tic industries t 

Export duties are, economically, most suitable to be levied on such of a country’s 
production as is practically a monopoly of that country. For, in that case, the burden 
of the export duty would presumably be borne by the foreign consumer of such mono¬ 
polised specialities. Such duties may have protective significance, inasmuch as 
they help to secure a plentiful supply of cheap raw material in the country. This 
presupposes, of course, that the Export Duty is charged on araw material of industry r 



; and that, the couptry levying such a duty has the necessary indiistrv to work up the 
jjfftb the fimraea’pr'ddhet. tt may bfe, hofotetffit, the duty in teay- 
"tice proves to be an inequitable hahdicap oh the, primary producer, who is derived 
by ft bf a Md6r, cotapbtftive nialrfcet for his produce. 

These duties are, however, generally for revenue purpose. Their reasonable 
'limit is the point at which production of substitutes may be estimated, in which case 
the Duty will fail to produce much revenue, as the demand will fall off. Even if the 
taxed article is a monopoly, but there is a limited market for it,— almost like a 
'consumer’s monopoly—the export duty would not realise its principal objective. 

Finally, if the monopolised commodity when exported is in the nature of a raw 
material, like Indian Jute, which is possible to be manufactured into finished goods 
within the country, it would be worth considering if such a duty is desirable. For the 
corresponding industry, if developed, can earn greater profit in selling the manufac¬ 
tured goods in place of the raw material, and at the same time provide increased scope 
'for capital investment and labour employment. Under certain circumstances, it may 
be desirable to levy export duty on the essential raw material to prohibitive level, so 
as to conserve the raw material raised in the country entirely for the manufacturing 
industry based upon that raw material, and established in the country. 

On the other hand, Export Duties may be utterly desirable for countries in the 
situation of Britain to-day, who need to stimulate their exports at any cost. In such 
cases, there are even export Bounties, or a differential price for goods for export and 
on the commodity consumed within the country. Even if purchased, in the first 
instance within the country the difference in price charged in the first instance 
on the assumption that those goods were for local consumption, may be refunded on 
satisfactory evidence being produced that the goods were in fact for export and were 
actually exported. 

Export Duti is may also be levied for the purpose of ensuring supply of the neces¬ 
sary raw material for the domestic industry, or for domestic consumption of goods 
otherwise likely to be in short supply. Those goods may bo competing in the world 
market, if the local industry is in need of such material, even if the local production 
may be able to find a more profitable market outside, it would be desirable to secure 
an adequate supply at home at reasonable prices, so that the local industry should 
not suffer a needless handicap in regard to the material which the country itself pro¬ 
duces, but which, under conditions of competitive trade, is not available in a required 
measure. 

The same argument applies also to Consumer Goods produced within the country 
and liable to be exported, unless checked by means of Export Duties and so reserve a 
proportion of the domestic production for domestic consumption. Such export duties 
are not, primarily, either revenue yielding or protective. They are imposed only 
with a desire to-secure a reasonable supply of the raw material on which local industry 
is founded, and not because by that means a more effective protection can be assured 
to the local industry. In the esse of Export Duty on finished goods, ready for consump¬ 
tion, there is hot even the possibility of indirect protection. 

The preceding would also suffice to answer (6). The control of exports by means 
of prohibitive or restrictive duties may have their purpose as indicated above. Con¬ 
trol can also be exeroised, apart from these duties, by means of a system of licences 
which would enable a proper quota to be maintained with different countries, or 
enable one country to discriminate as between the several purchasers of its produce. 
In these days when trade treaties are common, with specific quotas of supply of par¬ 
ticular goods to particular countries, it may be desirable to have some system of licens¬ 
ing and control on trade so that the obligations incurred under the treaties may be 
duly carried out. 

Mention has been made above of export bounties as radically opposed to export 
duties. Countries may occasionally get into a position in which they must stimulate 
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.. .. unless *a «tap$anf in,Bptaijj.to-tay, tor,< .. ... ... . 

oh{y lo be directed p. particular countries whose currency le b$dty m, demand.. Up,4ef 
these circumstances however it would nqt be so much ait in$SCri;pinaip stifmljitton 
of exports ali round, but a controlled direction of exports to particular countries oi 
of particular commodities. Such' action is usually for purposes m ore of regulating; 
the balance of trade apd exchange, than for reasons of promoting any domestic 
industry. The safeguard of the domestic consumer is achieved by such duties as 
mentioned already when they are imposed for purposes of securing a minimum supply 
of raw materhl needed for the country’s own industry, whose cost of production 
would otherwise be unnecessarily increased. 


There is, however, a feeling in certain quarters that export duties are unnecessary. 
In fact, the American constitution provides a constitutional bar against levying duties 
on the produce of any member state of the Union. It is thought to be an unneces¬ 
sary interference with the freedom of trade, and also with the prosperity of the compo¬ 
nent parts of a Federation. Even though the Indian constitution is not entirely a 
federal constitution, such a feeling may quite possibly affect parts of India. For 
instance, Bengal or Bihar are monopolist producers of Jute and any export duty on 
such an article is apt to be felt by the producing unit to be an unnecessary reduction 
of their own prosperity. Export duties, therefore, must be levied, if levied at all, 
With very great care, and under strict reservation, so that they may be either dis¬ 
pensed with when unnecessary, or regulated so as to make the burdens fall exclusive¬ 
ly on the foreign producer, and leave no handicap on the domestic producer. 

Tp make these duties an integral part of the finaqpjflJ system, w.ould m any 
be undesirable. For if.the State comes to rely in any great unsure upon the proceed* 
of such duties, it may be unable to remove them when there is no economic justifi¬ 
cation or political necessity. 

Question 44 .— What fiscal measures , if any, would, you recommend to enable am 
established' industry to maintain Us experts ? 

If it is desirable, in the interests of the country and its general economy, that such 
exports should be 'maintained or stimulated, tkerb may have to be Export Bounties* 
or refund' of duties bn raw materials, machinery or *hy of its parts or accessories,, 
including stores that the industry concerned consumes . If the stfmidatien of ttspdrt 
is a general necessity because of the peculiar balance-of-accounta position, at Mty/ 
given momeht, the argument would be cKifereht. It all depends upon for what 
purpose the exports are to be stimulated, and the regulation would be in 
accordance with that position. 

Apart from Export Bounties or Refund of the Duties, price refund may alsq hp 
given as already explained above. Discriminating freight rates have also been kap'yn 
to stimulate exports to particular countries, and so provide a specially favourable 
balttioa or direction of Umde, so to. say, which, for any ueaaon,—eooaaa&b or 
ow*Whe—-is deemed ii the internets' of 4be chantry. 

Question 46.—Have you any comments on the method by whibh the Tariff Board at pre- 
' ' ' sent flaes ffis'iWifitiirriof'protkdtbti "(the sel¬ 

ling price ofthd domestic product’ with the litndkd dost of'tke iipjpdri&'pft- 
dUet) f 

The method employed at present by the Tariff Board of determining the degree 
of protection needed by any industry, by comparing the cost of production of I*, re¬ 
presentative firm in thet industry in this cquntry and the corresponding cost at the 
port of entry of the competing article from abroad, is no doubt the obvious why of 
providing protection to a new’industry under pyivolte competitive enterprise, with 
discrimination, and so as to minimise the burden oh the consumer., Ak hdWcfy'er 
stated more than once above, the argument of the burdervon the consumer Ik fchb&'-to- 
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be exaggerated. Industries there may be -whose establishment and development in 
the country within as short a time as possible, is of vital national importance, apart 
altogether from considrations of comparative cost. In fact, such industries must be' 
developed almost irrespective of comparison between what it would cost at home for 1 
the articles required and if they are purchased abroad. Illustrations have been given 
above from the automobile, aircraft, ship-building, the armament and munitions in¬ 
dustries which would need to be developed intensely, and up to the maximum of the 
needs of the country, regardless of considerations of cost. In many of such industries 
this country is particularly backward ; and yet her very existence as an independent, 
sovereign state would be at stake if those industries are not developed within a rea¬ 
sonably short time within the frontier of the country itself. 

For these considerations therefore the usual method of the Tariff Board for de. 
termining the extent of protection needed by any industry would not be adequate or 
appropriate for such special cases just mentioned. 

■Question 46.—Would you recommend variations in duties to meet variations in import 
costs ? 

If a sliding scale of duties is provided, and if adequate and up-to-date informa¬ 
tion is maintained to gauge the varying incidence of the cost of production, this 
device may be practicable. It will depend, however, upon the efficiency of the 
collection, compilation, and publication of such information. It must be official, 
authentic and beyond dispute ; it should be sufficient to proivide room for action, by 
way of varying the duties. Within the period originally stipulated for the maintenance 
of the portection granted, and which is calculated so as to enable a new industry to 
make good its footing it would however be undesirable to make any such variation 
lest, in trying to approximate the protective duties to the cost of production, we may 
undo the very basis of that industry. 

Question 47 .— Where protection is to be given by tariff, u-hat arc the considerations which 
you think should govern the choice between the various alter native forms 
of duty such as specific, ad valorem, compound, etc.? 

Specific duties, as already observed, are fixed amounts levied per stated units. 
These are less effective as protective measures when prices are rising . When, how¬ 
ever, prices are falling, they become more protective than might have been originally 
intended. In cases where costs are constantly varying these may be more suitable, 
than a fixed percentage of the declared or appraised value, especially if power is re¬ 
served to vary the amount charged from time to time according to the circumstances 
of the moment. In India these duties have been used, particularly in the case of 
cotton textiles goods from Japan, which were competing unfairly by artificial depre lo¬ 
tion of the Yen, and other concessions available to the Japanese producer and expor¬ 
ter of such goods. 

Other measures that could have been taken to guard against such competition 
were, it was said, not available because of the obligations of the Indo-Japanese Trade 
Treaty then in force. 

In contrast with these, ad valorem duties are a fixed percentage of the declared or 
appraised value which is of the same incidence irrespective of the price or cost changes. 
If the initial calculation is reasonable, and the percentage is fixed at an adequate level 
the protective effect would not be marred by any variations in prices. But such 
duties are unable to take any note of the improvements that may be made in the 
■quality or the strength of the industry. 

During the period for which such duties are imposed, they are maintained us¬ 
ually for a certain definite period of years especially if they have been framed and in¬ 
tended to protect what is called an “infant” industry. They may be both on imports 
and exports for reason stated. 
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The limitations of this form of protection have been noticed above and need not 
be repeated. 

The combination of protective and revenue duties on one and the same article, 
or specific and ad valorem duty in accordance with varying quality, makes fcr grea¬ 
ter complexity in administering the tariff. Such compound duties may be necessary 
under certain circumstances ; but are not commendable in themselves. Other things 
being the same, they ought to be avoided. 

Question 48 ,— What do you think of the utility and practicability of tariff quotas ? 

Arrangements are often made with foreign countries, or Treaties concluded with 
any of them, by which the quantities that could be exported or imported are fixed, 
or special concessions that have to be given in each case. The aim of such arrange¬ 
ments generally would be to secure a certain proportion of the necessary goods for 
home consumption, and at the same time reserve a part of the local market for the 
local producer in cases where there is a local competing industry. 

In the days when all-round and heavy trade barriers were a common obstacle to 
international trade which it is considered desirable to remove quietly, these arrange¬ 
ments were made to get round those impediments or barriers. But they also tend 
to aid to the complexity and difficulties, not only in administering the system, but 
in conducting foreign relations generally ; and, as such, are even more obnoxious 
than usual. 

Question 49 .— Would you like a minimum or a maximum duration to be laid down for 
protective measures ? 

In the case of industries which are either new or have not grown or expanded'to 
their optimum possible, ii would be desirable to lay down a minimum period within 
which the protective duties or other measures must remain in force. Such a period 
is neccssry to enable the given industry to build itself up, to the required level, and 
get over the initial disadvantage or handicap which have occurred baeause of the 
non-existence or non-development of such industries. Generally speaking, it would 
take a new industry, under modern conditions, two or tliree years to take root by ade¬ 
quate installation of plant and machinery usually got from abroad in the first instance. 
It will tako still longer to secure the necessary market, to organise and manage it 
efficiently so as to effect all possible internal economies. Yet another two or three 
years may be needed before adequate business experience and technical knowledge 
are gaihed. For these reasons some minimum period of, say, 10 years, for experi¬ 
menting and growth of the industry concerned is indispensable. Protective measure 
must, therefore, be in force during that period. 

On the other hand, to lay down a maximum period in advance and observe it 
rigidly is to invite needless self-stultification. It is impossible to say in advance 
what the conditions would be ten or fifteen years later, if maximum of period for the 
duration of the protection upto any such length is prescribed. Utterly new condi¬ 
tion may supervene ; new discoveries may have been made ; international relation* 
may have been altered, even wars may have affected the situation during such a 
period. To calculate and allow for all these in advance is impossible. 

Even supposing none of these unexpected circumstances occurred, the growth of 
the industry, the improving demand within the country for its products, and the cha¬ 
racter of the competition against it both inside and from outside may be such that it 
would be impossible to foretell all these, and their collective effect years in advance. 
Such a policy, would also place a needless limitation on the soverign authority or the 
Legislature of an Independent State, which is objectionable by itself for political if not 
economic reasons. A maximum period of duration for fiscal or financial measure* 
of protection, prescribed in advance, is, therefore, undersirable. 
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Question 50.—Are you satisfied with the existing tariff classification f If ngt f xpfififare^ 
its defects and what changes would you suggest ? Can the fixating 
system be so modified as to reduce the burden on the consumer without 
arty appreciable loss of revenue to the public, exchequer, 

The Question demands a detailed review of the results of such Duties on the gener¬ 
al trade and consumption within the country, which it is impossible to append here. 
Speaking broadly, Revenue Duties are imposed on articles of general consumption at. 
relatively low rates. These rates are so calculated so as to obtain the maximum possi¬ 
ble yield from the lowest feasible rate of such taxation. 


The object here is not to discourage consumption of such taxed articles, but 
actually to encourage it so as to secure the greatest possible yield. Usually the 
articles selected for such duties are of daily necessity to the mass of the people, and so 
yield good revenues without affecting consumption. Such duties are by themselves 
unwelcome in a Democracy ; and only the over-riding consideration of balancing the 
national budget may justify their introduction and maintenance. To be effective for 
that purpose, revenue duties ought to be counter-balanced by corresponding excise 
duties on local production wherever there is such production. But any charge on 
local produce would by itself be undesirable ; it would need the same justification as 
has been given above in regard to such duties on foreign imports. 


Reducing the burden of these duties, therefore, by lowering or eliminating, some 
of them, must not necessarily be construed to bring a loss to the Public Exchequer. 
On the contrary the larger turnover, would increase rather than diminish the yield 
from such duties. Such, dutipa ape liable to the operatipn of what in economics is, 
called the “law of increasing returns” which few financiers, however, seem fully to 
appreciate in this country at least. 

To suggest .reduction in the. rate* is, of course, not the same thing as to suggest 
Wholesale abolition of those duties altogether. Revenue considerations may be irres¬ 
istible an,d unanswerable at times ; and so wholesale abolition impracticable. As 
explained above, however, they need not be held to prevent reduction in particular 
items or the rates changed. Where, however, a given duty is a compound of both 
revenue and protectionist charge, its complete abolition or even a reduction in the 
rate would be difficult. 


On the whole, however, if a revenue duty is imposed on articles of daily consum¬ 
ption by the mass of the people, e.g. Sale duty in India while it. lasted, or a duty on 
Kia in Britain, it would be desirable to place such duties on die fewest articlesiand at, 
tie lowest rates. The Free trade movement in England began with the damand 
for what was called a “free breakfast table” ; the intrinsic strength of the aggregate 
national economy,—including its industrial production, demands the retention of 
such duties, can they be justified and continued. The fact, however, must not be lost 
sight of, even under those circumstances, that complete! abolition of these burdens 
may increase the ability of the people to bear other burdens more easily, and a^such 
the revenue requirements of the State may not suffer so much from complete! aboli¬ 
tion of duties, aft may at first be irhagmedT 

Question 51.—Haying regard to¬ 
la) the future structure of our foreign trade r 

(b) the anticipations relating to the course of international trade [underlying the 

Havana. Chatter on Trode and. Employment), arid 

(c) the breadline of our Industrial Policy ps laid down in the Staiemenhpf the 

6th April, 194S, 


would you attempt a formulation of the objectives of our long-term fiscal 
policy ? 


Conditions .at the present time sure, np doubt,' uncertain ancj rapidly changing, 
both as regards our own economic position and trade prospects, as well as in reference 
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to the similar factors effecting other countries. Nevertheless, the basic objectives 
already indicated in answer to earlier questions need not be left vague or undefined, 
especially as they are unlikely to coniflct with the considerations given in this ques¬ 
tion. The aim of securing a policy of self-sufficiency at least in vital and essential 
requirements of bringing about a properly balanced national economy and a more 
equitable distribution of the National Dividend, need a comprehensive national plan. 
For only under such a comprehensive and co-ordinated Plan can we ensure the esta¬ 
blishment and proper growth of all suitable industries within the country without 
being affected by the changing characteristics of our foreign trade, of our industrial 
policy, or the course of international trade ? 

Our own freedom has already altered its principal features, as pointed out in 
answer to an earlier Question, so rad'cally, that any defining of the long-range policy 
and objectives of that policy will not materially affect the trends that are already de¬ 
veloping in this direction. Our need for capital goods for instance on the import side 
will continue for several years to come, until our local industry for producing 
these goods as well as in other sectors is developed to the optimum degree. To meet 
the shortage in food supplies, plans are being made and measures adopted to remedy 
that shortage within a definite period. How far these measures would succeed it is 
difficult to say just now. But when all the steps in the different sectors already being 
taken or proposed have matured, the food shortage and the consequent imports must 
necessarily diminish. The only source of anxiety may be the growth of population 
out-stripping continuously the improvement in the local food supplies ; but that is a 
matter for other parts of the national policy into which it is unnecessary for this 
Memorandum to enter. 

The imports of raw materials to provide a wider variety and better quality of 
manufactured goods will also continue. While the exports of the corresponding ma¬ 
terials may diminish, new materials for export may however grow e.g., mineral pro¬ 
ducts, which are not yet fully developed ; or manufactured goods ; for which our 
immediate neighbours, both on the East and the West, will continue to provide an 
excellent market for years to come. 

The direction of the foreign trade of India has also changed, and is changing 
materially every year. But the main trend of that change is on the lines just 
indicated. The laying down therefore of a long-range fiscal policy would not be affect¬ 
ed thereby ; nor would it by itself affect the growdng trend now noticeable in our 
foreign trade. 

In regard to commitments under Havana Charter on Trade and Employment our 
views will be given later on in reply to questions in Part II of the Questionnaire. We 
have pointed out that unless the Charter is modified in few essential respects as indi¬ 
cated it would prove detrimental to the interests of the country in the long run. 

Finally the broad lines of industrial policy laid down on April 6, 1948, in no way 
militate against the sort of fiscal policy, and the objectives which it is expected to 
attain, as indicated in this Memorandum. That Statement of Policy contemplates 
encouragement and stimulation of local industry, which is at present suffering from a 
heavy depression, by a variety of concessions. For reasons not directly comiected 
with foreign competition, it also offers a cordial invitation to foreign capital to be in¬ 
vested in India in Indian Industry, so as to develop all suitable industries to their 
optimum proportion. If, as is likely, such industries are protected, the Foreign 
capital invested in such protected industry though better placed to earn much higher 
profit than in its country of origin would be the means of establishing much needed 
industries in the country. In the face of these declarations it seems unlikely that any 
Sscal policy which may be recommended by this Commission to secure the objectives 
jiven above would be in any way incompatible. 

18 M. oi Com. 
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Question 52.—In order to facilitate the objectives of our fiscal policy, do you think it would 
be necessary for Govt, or quasi-Qovt. institutions to participate in foreign 
trade * 

{a) in the short period and 

(b) in the long run ? 

„ Neitti e r necessary nor desirable either in the short period or in the long run. 

” are . ™ le opinion that trading is not a function of the State even as a matter of 
policy it is very undesirable. Since the State can exercise a control on the imports 
( ? x P or *'' s ii )e . country through import-export regulations the proper way is for 
the State to exercise such a control in an efficient way over the commercial bodies 
and conserve all its energy to this purpose. Further it would be most unfair if the 
State which controls and regulates the imports and exports should also indulge in the 
foreign trade either directly or indirectly and take upon itself both the functions, 
this would amount to a monopoly, without outside control leading to inefficiency in 
both with greater possibilities of corruption and inequitable distribution. 


Section E 

Non-fiscal measures for the promotion of trade and Industry 

Question 53.—If your answer to the above is in the affirmative, ivhat form of Government 
or quasi-Govemment organisation icould you recommend ? What would' 
be the limits to their activities, and what conditions, if any, would you im¬ 
pose on their functions ? 

In view of what we have stated above this question does not arise. 

Question 54.—The Indian Fiscal Commission of 1921-22 suggested serveral “supplemen¬ 
tary measures'” as an aid to the tariff policy, which they had recommended.. 
Would yon enumerate the non-fiscal measures that Government should not 
adopt in furtherance of any approved fiscal policy both (a) in the short 
period and ( b ) in the long period ? 

Answer to Question No. 17 above has already dealt with this matter. The 
peculiar problem of securing adequate hard currency exchange for Indian Rupees, andl 
the reaction of the rate of exchange upon local industry need not be re-emphasised. 
Financial help by direct subsidy or bounty is difficult while the budgetary position 
of the country is as it stands today. But all forms of direct assistance suggested by 
the earlier Commission would be practicable and must be adopted. 

Question 55—In particular, have you any special suggestions to make as to how G&iit. 
could facilitate — 

(a) the supply of essential industrial raiv materials, where these are not readily 

available in the country, 

(b) the supply of essential plant and machinery; 

(c) the supply of cheap fuel or power; 

(d) the provision of cheap, adequate and quick transport both for the movemen 

of raw and semi-processed materials, and their finished products, madt 
available under a scheme of rationalised freight structure; 

(e) the supply of technical personnel of different grades; 

(/) the supply of technical information about industrial methods and processes 
( g) the. supply of industrial finance, both for use as block and as working capital 

Observations have already been offered above, in answer to several Question 
already in which one or the other of the items listed in this question have bee 
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included. To bring those observations, however, all together in one place, it may be 
said :— 

(a) that the securing of adequate supply of essential industrial raw materials 
which are not easily available in the country is a matter partly of concluding suitable 
Trade Treaties with appropriate countries, and partly of adequate knowledge and 
information with regard to where such materials are available and under what 
conditions. So far as any necessary material is available locally or from our 
Immediate neighbours, e.g., jute from East Bengal, Government can facilitate the 
supply not only by direct negotiation or a formal Trade Treaty affecting this article, 
but also by adopting such other steps as would secure the availability in sufficient 
quantities of this material for the local industry. Trade Treaties, with other 
suitable sources of supply of other raw materials, e.g., Egyptian cotton, may also 
be negotiated to mutual advantage. A system of Export and Import Licences 
would also be utilised to facilitate the procurement and supply of such material. 

(b) Getting necessary plant and machinery for modern industry of a more and 
more technical character is particularly difficult. The usual sources of such supply 
ure unable to supply foreign markets so long as their own need of rehabilitation and 
reconstruction is urgent and persistent. The only country from where supplies of this 
character may be expected and whose machinery or plant is economically efficient, is 
the United States. But in that case the difficulty of the necessary dollar exchange 
impedes the programme of imports as they have to be restricted unavoidably in 
proportion to the available exchange. Special arrangement with the Uinted States 
providing for an adequate dollar loan on reasonable terms may be recommended for 
this purpose. More liberal releases from the accumulated sterling balances is another 
expedient. But this does not seem feasible in the proportion desired so long as Britain’s 
own difficulty remains unabated. Without such plant and machinery and without 
adequate replacement of worn-out existing plant and machinery, economic expansion 
and growth of the industries using such plant and equipment would be unthinkable. 
The Government should give high priority to making early arrangements for the local 
manufacture of industrial plant, machinery and machine tools. 

The supply of cheap fuel 

Steps now being taken to improve coal mining under Central legislation are the 
■obvious instances by Avbich this great handicap on large-scale machanised industry 
at the present time, can be met. 

Other measures are setting up new hydro-electric installations and power produc¬ 
tion on the principal rivers of the country. There are several such already in hand. 
But these will take time to be completed, and so may be of importance and service 
only in the long run, but not of very great immediate value. Alternative sources of 
fuel and power supply, either from forests or from mineral oil or power alcohol may 
be explored, both within and outside the frontiers of the country. It is doubtful, 

1 however, if this alternative source would be able to supply more than a fraction of 
the needs of our expanding industry. 

[d) The provision of cheap, adequate and quick transport both for the move¬ 
ment of raw and semi-processed materials and their finished products, made avail¬ 
able under a scheme of rationlised freight-structure. 

This is the most effective, and yet the least appreciated method—at least 
under the prevailing Indian fiscal system,—of protecting or encouraging local indus¬ 
try in competition with foreign products. The necessity not only for a varied and 
adequate transport system by land, air and sea but also a carefully coordinated and 
integrated one has been emphasised again and again in this Memorandum. Even 
on land the several forms of road and railway transport along with inland water 
navigation have to be mutually inter-related, and the aggregate available traffic 
assigned to each form so as to suit its service to the particular traffic. 
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The framing of the rates cn each form of transport in accordance with the need 
of each kind of traffic of industrial or agricultural produce is an urgent necessity. 
The distribution or allocation of this traffic to the several forms of transport are 
particularly important, after due consideration of all relevant factors. This parti¬ 
cular aspect of our national economy has not yet been fully realised. The contri¬ 
bution, that can be made imperceptibly and yet effectively to the advantage enjoyed 
by local industry by a careful adjustment of rates, and, dovetailing of the sea trans¬ 
port freights with railway rates or road charges by giving through rates, so to say, 
needs also to he properly understood and given effect to. 

Hitherto, however, the Rail Transport Service, in so far as it was within the 
control of the In dia n Government, has been utilised mainly to make good the deficit 
on the railways cr in the General Budget . The rates and fares were not framed 
with any conscious regard to their bearing on the development or stimulation of local 
industry. The sea transport,—whether along the coasts or for overseas carriage,, 
was outside the control of Indian Government cr more likely, perhaps, they did not 
desire to control and regulate it in Indian economic interest . In any case we cannot 
repeat too often that in the absence of any proper understanding and careful control 
and co-ordination of the entire Transport system, the framing of rates in accordance 
with the requirements of each category of traffic, and the utilisation of such rates 
and freights to benefit local industry or serve the requirements of national economy,, 
can be effected only if the Transport System is treated as a whole, in all its branches, 
and is centrally controlled. The National Government must be alive to its develop¬ 
ment in all its branches,—Transport being regarded really as a great industry by 
itself—and make it contribute effectively to the national wealth. 

The tribute at present levied by the foreign transport owners who provide the 
bulk of the water transport along the coasts or overseas, is difficult to calculate. It 
has been estimated at varying amounts, but in any case not much below Rs. 70 
crores per annum at the present rates. There is something like 70,00,000 tons being 
carried along the coasts ; and perhaps a crore of tons overseas. Counting the freight 
charge on all this tonnage at a flat rate of Rs. 40 per ton, the total transport bill' 
World approximate the figure stated above. Of this only a small fraction comes to 
Indian enterprise. The drain goes on without any chance of the amount thus drained 
rendering any effective service to the growth of national industry that such agencies 
may well provide. 

(e) The supply of technical personnel of different grades. —Remarks have already 
been offered on this item also in answer to an earlier question, which need not be 
repeated here, in all their fullness. In the past the absence of such personnel was,, 
no doubt, a very serious handicap to the growth of Indian enterprise. At the present 
time the impediment effect of such a handicap has been at least realised, and plans 
are being made to get over this as soon as possible. There is, however, m uch to be 
done in this field yet before Indian becomes entirely self-sufficient in the matter of 
technical experience for all the personnel needed for an all-round industrial develop¬ 
ment in every grade. The devices of establishing our own Technical Training and 
advanced scientific research institutions may take time to make their quota to the 
national development. With the immense programme of industrial development 
awaiting to be implemented and the consequent need of buying abroad stores, plant, 
parts and machinery, the possibility of getting suitable Indians trained in all the 
requirements of modern industrial technique cannot be overemphasised for immediate 
results. The process of selecting such candidates, and still more- the ways and 
means of employing them, when trained, suitably has evoked criticism in the past. 
Tt needs to be overhauled and put into tune with the rest of the planned programme 
of development in every sector. 

(f) The supply of technical information about industrial methods and processes .— 
The information Section of the Government of India is very defective, both on the 
statistical and on the objective or factual side. Before the transfer of Power the 
means for collecting such information regarding foreign countries were non-existent,, 
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Our Trade Commissioners were very few in number, while the Consular and Diplo¬ 
matic service of India in other countries where good sources of supply or good markets 
could be found for Indian requirements or Indian products were not in her hands. 
Now, however, that India has her own Diplomatic and Consular service fairly widely 
distributed, it is to be hoped that this great need of the country’s industry for the 
necessary data and information will be met in the near future adequately and effec¬ 
tively. India’s representatives abroad need not function now in subordination to 
their British prototypes. They must act on their ovm, and for the benefit of their 
country alone. 

For internal purposes, however, the statistical material, generally found, is 
insufficient, irregular, and obsolete. Much of this material is published more than 
a year after the data that the publication presents occurred. And much of that 
material is itself neither detailed nor varied enough to meet the requirements of every 
sector of the national economy. 

It may also be added that the only source of information is the official publi¬ 
cations. They have been very much impeded in recent years or otherwise affected 
by unexpected problems facing the Government. There are complications of a politi¬ 
cal character as well. The entire system of commercial intelligence and statistical 
information, for all the varied sectors and items of our national economy needs to be 
revised radically, and brought uptodate so that the information may be prompt and 
sufficient for all such requirements. 

The excuse of economy that has often led to inadvisable cutting down of such 
information must no longer be allowed to continue and much less to accentuate this 
handicap any further. The last census for instance, of 1941, besides many other 
shortcomings, or omission or oversight, is guilty of a glaring omission in regard to 
the chapter on occupations. This means that the distribution of our available man¬ 
power in the several employments in the various parts and industries of the country, 
'is impossible to ascertain or estimate accurately.' All measures, therefore, taken to 
find suitable personnel or unskilled labour for expanding and increasing industries, 
'for services and utilities would be based on mere guess work rather than on definite 
and reliable data. The Memorandum cannot, therefore, emphasise too often and too 
seriously the need for reorganising and bringing uptodate our information relating 
to domestic as Well as foreign subjects, section and statistical material. 

(</) The supply of industrial finance both for use as block and as working capital .— 
■Observations have already be :n offered on this item, with special reference to 
the availability or insufficiency of indigenous capital ; and, the need that there still 
might be of attracting foreign capital for investment in Indian, industries. We 
particularly recommend the provision of financial assistance by Government by the 
establishment of Industrial Finance Corporations in, the Provinces, by raising an 
industrial loan both from within the country and where necessary from outside so 
that deserving industries may be guaranteed requisite finance on reasonable terms. 
The Government should also suitably modify the existing legislation and make it 
sufficiently elastic to enable banks and insurance companies to finance industries. 

Question -56'.— How and to what extent could the trade and industry cooperate with Gov¬ 
ernment in the provision of such facilities ? 

Once Government takes a step forward, and makes a beginning in these matters, 
it would, be reasonable to expect the interests concerned, in trade and industry would 
readily come forward and. offer their cooperation. Government, however, must make 
up their own mind, must be resolved to pursue an appropriate policy for a given 
period at least, and must devise ways and means so that it makes it easy for trade 
and industry to offer their cooperation heartily wherever required. 

As matters stand., however, Government do not seem to be quite decided as to 
their own immediate as well as ultimate aims of policy, their own programme of 
industrial development and the pace of its execution. And so industry has begun 
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to lack confidence., and has fallen into a state of stagnation from which there would 
be no recovery while irresolution and uncertainty prevail in high, quarters on mat ers 
of policy. 

It would, therefore, be amongst the most important of the tasks of this Com¬ 
mission. to recommend specific measures, as well as basic principles of policy, where y 
not only could Government’s aim be definitised. and, their programme known on the 
crucial issues, hut ways and means could also he indicated whereby cooperation can. 
he offered up to the extent to which it can be expected from trade and industry. 

Question 37.—Do you think any special types of organisations would he necessary. 

(a) to secure this cooperation between industry and trade : 

For giving effect to each kind of facility listed in question No. 55, suitable 
machinery would, be necessary. But the common need, for all is the definition o 
Government’s policy in the first instance, its guiding principles and ultimate objec¬ 
tives, and a concrete over-all Plan, or machinery devised to attain, these objectives 
and realise these piinciples. Under a common, coordinated, comprehensive, national 
plan, with appropriate and efficient administrative machinery, it would not at all te 
difficult to devise special machinery to meet the requirements of the various kinds 
of facilities listed in Question No. 55. 

(b) This applies also to the second part of this Question. If industrial develop¬ 
ment to the optimum degree is to be attained within a reasonable time, and on 
coordinated ar.d integrated lines, existing machinery would not suffice. It has 
been evolved ad hoc in each case, whether by the sudden, sharp exigency of the War,, 
or such other emergencies as World Depression, or the problems created by the 
Partition of the country and its aftermath. We must, accordingly, have a new 
machinery on a national scale, but with corresponding counterpart on a regional or 
provincial scale. We must provide for effective centralisation of basic policy, of 
guiding principles of action an.d. of active, constant supervision over actual adminis¬ 
tration; without needless or vexations interference in detail, without officious advice 
or unjustifiable a negation of superior knowledge or greater wisdom in the Central 
machinery of planning and its implementation.. At the same time,, we must ensure 
the continued and unrelaxing interest and enthusiasm for carrying out the Plan in 
detail by the actual local or regional administrators. In, other words centrali¬ 
sation of policy ar.d guidance as well as supervision must be combined with decen¬ 
tralisation of administration,—which alone can secure the ideal combination of 
broad, vision and deep knowledge of local conditions and individual circumstance. 
Without such a machinery, consistent policy an.d smooth,, sustained, advance on all 
fronts simultaneously would, be impossible. 

Section F 

Fiscal policy in relation to Commonwealth preferences 

Question 58 .—What are your general views on the subject of Imperial Preference , 
particularly in the light of the principles underlying the General Agree¬ 
ment on Tariffs and Trade , and the Havana Charter on World Trade, and 
employers ? 

Under the changed political conditions of India as an independent Sovereign 
State by herself, the question of Imperial Preference has hut an academic or historical 
value. India is, technically, still a member of the British Commonwealth ; and as 
such it is possible that some attempt may be made at closer trade relations between 
the members of that organisation. But the possibility is unlikely, and its danger 
remote. India is no longer a dependency whose destinies could be determined by a 
fiat from White hall. As Republic, she will be an equal and independent member of 
the Commonwealth ; and as such perfectly able as well as entitled to take care of her 
own interests in any system of closer trade alliances between members of the Com¬ 
monwealth. 
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A section of Indian nationalist opinion never regarded Imperial Preference as 
of any benefit to Indian industry, and to Indian economy in general. It was not 
so much the apparent money value of the concessions given and received under the 
system of Imperial Preference that mattered so much as the general reaction on the 
public mind. The very idea of Imperial Preference appeared in some minds to be 
tying India for ever more securely to the chariot wheels of British Imperialism ; and 
as such some public opinion was definitely against. 

At the present time, the apprehension of the pre-Independence days have very 
little place. If India now joins any system of closer trade alliances, it would, pre¬ 
sumably, be for her own interests as conceived by her own chosen leaders. Opinion 
may differ on particular details or clauses and commodities of such agreements. 
But the basic fact of a voluntary pact, as against a prearranged scheme foisted upon 
this country merely bsoause her governance was in alien hauls, mads all the 
difference. 

The Trade and Tariffs Agreement, and the Havana Charter of World Trade 
and Employment are concluded by India’s own representatives freely consenting to 
such arrangements. The basic principle of these agreements is to reduce tariff 
barriers and all o "her impediments injthe way of free flow of goods and service between 
all the nations of the world, in the hope that by that means universal prosperity would 
be promoted. There are provisions in the charter which do not preclude entirely 
the principle of preference. The Imperial Preference has not been without any 
benefit to India and it may be continued with such changes as may be considered 
necessary in the light of the changed political conditions in India. If there can be a 
Union of Western European Countrios, why not utilise an existing Union in an 
advantegeous way if that is found possible ? 

Question o9.—The Indian Fiscal Commission of 1921-22, recommended that, if the 
policy of Imperial Preference was adopted, on the lines indicated in 
their report, its application should be governed by the following principles: 
(a) that no preference should be granted on any article, without the 
approval of the Legislature ; (/>) that no preference given in any way 
should diminish the protection required by Indian industries ; (c) that 
preference should net involve on balance any appreciable economic loss to 
India. 

On the assumption that the scheme of Imperial Preference is continued, would 
you consider the above principle adequate ? If not, would you formulate 
a comprehensive set of principles that may be applicable to the circum¬ 
stances of the present ? 

Under present conditions of an independent, sovereign Republic of India, the 
first condition is utterly needless ; as no such agreements would constitutionally be 
possible to make, without the concurrence or approval of the Legislature. 

The second condition or principle is a very necessary one which no Indian 
Government responsible to the representatives of the people can ignore. On no 
account should there be any reduction of the protection available to Indian com- 
petiting industry. The principle should be insisted upon for recommending a revised 
Fiscal Policy. The third principle of calculating in each case the loss or gain on 
balance of preference agreed to, is a matter largely determined by administrative 
detail. 

Changing circumstances may render the calculations of this year inapplicable 
to the next. However it is important and advisable to insist upon such principle 
low also. 

In making any such agreement nowadays, it must be borne in mind that the 
nain direction of India’s trade is changing, and the new customers’ interests and 
equirements must not be ignored because of old traditional ties. The preference 
o be given in respect of any commodity will have to be carefully weighed purely on 
ts merit and there should be mutual and reciprocal advantages. There is no point 
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in giving preferences to U. K. in commodities in which she experiences keen com¬ 
petition in India in return for concessions from her in the case of commodities in 
which we enjoy a virtual monopoly. Further, care will have to be taken to see that 
Imperial Preference does not stand unduly in the way of India’s securing advantages 
from non-European countries under bilateral or multilateral pacts in future. 

Question 60 .—Would you make a broad analysis of the effects of the preference granted 
and received by India and V. K. respectively under the I ndo-British 
Trade Agreement of 1939 as modified by the provisions of the General 
Agreement on Tariffs and Trade under the following heads : 
(a) expansion of trade ; (b) customs revenue ; (c) price levels of preferred 
commodities. 

This question is unnecessary to answer in detail, as the war which occupied six 
full years of this decade materially changed the background. Trade could not flow 
at all in its normal customary channels ; nor could'it be in comparative costs. Price 
levels could not be regulated by economic factors alone. Shipping, indispensable 
for overseas trade, was lacking to a dangerous degree, though even then the Govern¬ 
ment of India did not learn the lesson of having or building up an adequate efficient 
mercantile marine for India, owned, manned and controlled by India is. Under 
these circumstances the dimensions of such trade as there was were very unnatural; 
and whether growing or declining, the phenomenon cannot be attributed to the 
stimulus or handicap imposed by the Treaty mentioned in the question. 

The growth in customs revenue, which has undoubtedly occurred in the last 10 
years to an unprecedented degree, cannot he explained, either by the operation of the 
Treaty. Rise in prices due to continued inflation much more effectively explains the 
growth than any influence of the treaty, as the bulk of our tariff is on an ad valorem 
basis. 

The rise in the price level, which was even- more a noticeable feature of this 
period, is due to the reckless wartime spending without limit, and the consequent 
inflation in the Note Issue which was practically inconvertible. Trade, and parti¬ 
cularly preferential trade, had no chance worth the name of asserting its influence 
in adding to our customs revenue. 

All these were, therefore, no index of the effects of the Indo-British Trade Treaty. 
For the rest, the analysis of our present day Foreign Seaborne Trade is given in answer 
to an earlier Question for a period much longer than mentioned in this Question ; 
and so we need not repeat that analysis and comments once again here. 

Question 61.—Please attempt a similar analysis in respect of the trade between India 
on the one hand and the other Commonwealth countries, and the British 
Colonies on the other. 

To answer this Question, one must have detailed and up-to-date statistics, which 
are not available. Absence or insufficiency of adequate and up-to-date informatior 
or statistics is, in fact, the persistent handicap throughout in the preparation of thif 
Memorandum. The volume of trade however, in this sector, is not large enough tc 
affect the argument advanced above materially. 

Question 62 . — In what direction and to what extent do you think the preference oi 
imports in India have affected the burden on the Indian consumer 
Gould you attempt a quantitative assessment with reference to some majo 
■preferred imports ? 

To answer this question one must have more detailed and up-to-date statistic, 
than are available to the public at large. Even as regards the major commoditie 
under Preference, conditions other than preference in customs duties have so vital! 
affected the trade, that it would be unprofitable to offer such minutely detailed asses 
ment, even if the indispensable material on which alone such assessment could b 
based were available in fullness and up-to-date, and the time allowed for answerin 
such q uestions more liberal. 
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Question 63 , —Is it possible to make a similar estimate of the extent to which our exports 
have expanded as a result of the preferences received by us, in the V. K. 
Dominions and the other British territories ? 

It is possible, but not much use making such an analytical estimate for reasons 
given above. The basic idea of the entire scheme of Imperial Preference was differ¬ 
ent. It is unacceptable or unworkable in its present form under the new set up. 
If closer Trade alliances with particular groups of our customers abroad or our 
sources of supply in foreign countries are made, they will be made with an eye only 
to India’s immediate as well as long range interests, in which mere money values, or 
- quantitative indices may not be all-important. 

Question 64 . —Apart from the economic advantage that may be derived from these mutual 
preferences, do you think that they confer any bargaining strength on 
India vis-a-vis (a) the U. K. and, other Commonwealth countries 1 and 
( b ) non-Commonwealth countries ? If so, please illustrate your answer 
with some examples. 

The answer, be satisfactory, would require a detailed analysis and historical 
review of the course of trade with the units mentioned ever since the idea was tried 
out. For such a close analysis and history there is neither the time, nor a sufficient 
material available to the ordinary public. 

In general, however, it may be added that the very idea of such preference being 
granted or received presupposes actual bargaining on particular items or articles. 
The bargaining may result in an accession of strength in one direction or another, 
to one of the bargainers or the other or both. It depends not only upon the skill in 
bargaining of the several negotiators, but also the overriding power, influence or 
authority, which, in the days before the Transfer of Power, were not in Indian hands, 
even as regards Indian economy. 

There must also be a very detailed knowledge regarding the articles of trade, 
the detailed direction of trade with each country, and their costs of production and 
sale. This last are a constantly changing quantity. Official negotiators, under the 
then conditions of India, had either not the knowledge, or not the independence of 
thought and breadth of vision necessary to secure the fullest advantage of such 
bargain. 

Under modern conditions, the essence of the principle of preferential trade with 
certain countries or groups may bring more advantage, if our negotiators acquire 
sufficiently detailed knowledge of all the relevant considerations bearing on our trade, 
and their reaction on our industry. But such negotiations need not be only with 
the countries of the British Commonwealth; they may be with any country specially 
suited to supply our needs and to absorb our produce. We must, therefore, cease 
to think of preferential trade in terms of the Commonwealth only. This does not 
mean that we should discard an existing union. As already pomted out it should 
be utilised to the maximum advantage with necessary adaptations. We would 
particularly like to emphasise the possibility of developing markets for Indian 
manufacturers in certain underdeveloped commonwealth areas as also in some similar 
areas outside the Commonwealth by bilateral and multilateral treaties granting 
mutual preferences. Such arrangements would he quite necessary as world returns 
to normal conditions after the post-war period and when competitive world economy 
in restored. 

Advantages other than economic are too intangible to be correctly evaluated, 
and properly presented. And yet advantages of this.type may be more substantial 
from the standpoint of a growing economy than the merely material benefits 
measurable in money. But if members of such a Preferential Trade Group could all 
act together in every instance ; and if their initial bond is conceived in honesty and 
applied with equity to all, they may, collectively, derive, a considerable accession of 
strength which may then be utilised for the benefit of every individual members of 
the Bond. 
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Question 66.—In the light of your replies to the aboue Questions, would you formulate 
your view on the desirability of continuing the system, of existing prefer¬ 
ences between (a) India and the United Kingdom, (b) India and the 
other Dominions, and (c) India and the other British territories. 

( ii ) If you are not in favour of continuing the existing system, what modifica¬ 
tions would you suggest ? 

We have already stated that the existing system of preference in the U. K. 
may be continued with necessary modifications. It has to be noted however that 
Britain is not in a position to meet India’s principal need for the moment—food-* 
stuffs and industrial machinery. England is too busy restoring her own war torn* 
economy ; and she cannot produce food enough for her own present population. 

The Dominions are in a different position. They are still predominantly agri¬ 
cultural, though they have also great industrial resources as well as ambitions, 
comparatively speaking they are better industrialised than India. Nevertheless, 
India and these countries are more on a level than India and the United Kingdom. 
Bargaining is possible, and if properly conducted, may be mutually and substan¬ 
tially beneficial. India’s present needs of foodstuffs may be supplied by Australia 
and Canada, almost as well as by Argentine, Brazil or Indonesia ; while her re¬ 
quirements of basic machinery and equipment can also be supplied by these Do¬ 
minions. On the other hand, India can advantageously dispose of her surplus for 
instance, oilseeds, jute goods and hides and skins as well as tea or coffee to these 
parts. 

It is really a matter for close bargaining with mutual good will. The parallel 
can be extended to Burma and Ceylon, though the former is no longer a British 
Dominion. 

The remaining British territories are still in the colonial, or primary producer 
stage. They are relatively undeveloped, sparsely populated, and with a low de¬ 
mand. India can find reasonable markets there as well as sources of food and raw 
materials. Preferential trade may therefore be mutually advantageous between 
them also. 

Section G. 

Treatment and obligations of protected and assisted industries 

Question 66. — (a) Do you consider that industries receiving protection or assistance 
from Government owe a special obligation to the rest of the community as 
regards the manner in which they render their services ? 

(b) If so, please state your views as to these obligations under the following 
heads : 

(/’) price policy and price, structure : 

(ii) wages and conditions of labour : 

(in) adoption of technological improvements : 

(iv) initiation of research in the technique of production and distribution .• 

( v) training of apprentices and Government scholars and stipendiaries : 

(vi) control over the distribution of the products of protected industries in 
certain contingencies. 

Yes. The main argument for the grant of fiscal protection financial aid, or 
other forms of special assistance to indigenous industry is that, without such aid, 
the industry may never be established in the country, or, if established, it may never 
grow to its legitimate proportions. And that inspite of its suitability, from the 
point of Raw Materials, local market, and plentiful supply of labour. To enable 
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an Industry of this kind to take root, the community decides to grant it such as 
sistance and protechtion, during such period that the Industry is able to establish 
itself, and to develop to its legitimate proportions. Foreign competition could drrve 
it out of existence, if no such fostering care was bestowed and maintained for a 
given period. But during that period, while the Industry is taking root, the com¬ 
munity will have to bear the burden of its protection, either in the shape of direct 
cash bounties, or subsidies ; or in the form of indirect price increase of the pro¬ 
tected commodity or service. This makes an irresistable moral claim of the com¬ 
munity, against the industry protected or assisted, that the aid given to it a 
the cost of the public, during its stage of struggle for survival be returned in one 
form or another, when it attains to a status, where such return is possible. 

The two easiest, simplest and most direct forms, oi return are : (i) price re¬ 

duction and (ii) wage increase. The former goes to the community at large which 
consumes the product of the protected industry or service ; and which bore the 
burden of the indirect protection in the form of fiscal duties. This latter benefits 
the actual producer of the commodity or service, that has been fostered by the 
aid of the State. 

In neither pf these cases, however, will the return by the industry be an un¬ 
qualified burden upon it. For in every modern industry, subject to what in econo¬ 
mics is called the Law of Increasing Returns, the reduction in price would lead to an 
increased consumption. This would stimulate demand, and in its turn, would 
enable the industry to effect further economies in its cost of production, and so re¬ 
coup itself, in part or whole,—or even more than proportionately, for the sacrifice 
involved in the reduction of the price. But it is essential that price structure as a 
whole is kept in consonance with the varying rythm of the cost of production so that 
the sacrifice would be more than compensated to the industry. 

In the latter case of wages increases, with every increase in the prosperity ot 
the industry, the industry could well expect a sympathetic increase in efficiency of 
labour. In fact it is the duty and obligation of labour to increase its efficiency in 
proportion to increase in wages in protected industries so that there may be a re¬ 
duction in the cost of production. In this way’t can only repay its debt to the state 
which has been paying for the protection of its industries and enable it to get the 
benefit of reduced prices in the long run. The stability of the prosperity of the 
industry concerned also depends in a large measure upon this. The efficiency of 
labour in its turn will reduce the cost even though the return to labour is higher. 

As a rule it may be stated that the labour item in the cost of production in 
most industries is not more than 60% and often nearer 40 at the rate of the total 
cost. But if better wages and greater regard to the worker’s welfare improve the 
aggregate efficiency of labour to even the same level, the increased burden on the 
industry would be more than compensated. 

In either of these two cases moreover the demand for price reduction or wage 
increase would be reasonable if the industry has made progress, and the progress 
is in the main ascribable to the protection or assistance granted by the State. Com¬ 
parative statistics of labour efficiency are not available nor, even if they were, 
would they be absolutely convincing, as factors other than money wages enter into 
the efficiency of labour. There is further the element of the efficiency e.g. the tools 
with which labour has to work. If the owners of industry are unable for reasons 
beyond their control to bring about timely renovation or replacement of worn out 
or obsolete plant and machinery neither the management nor labour will be able to 
make for increased efficiency. 

The two items next enumerated in the question stand on a different level. 
Adoption of technological improvements, known to increase the efficiency of the 
industry is in the interest of the industry itself. The State has in fact to think of 
She entire industrial wealth of the country, and not of any particular industry and 
nuch less of any establishment in that industry. It should indeed be that the 
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State encourages and stimulates such investment, either by permitting a greater 
share of the profit or surplus derivable from this improvement to remain in the 
hands of the entrepreneur or proprietor ; or even aid him, by loaning capital at a 
low rate of interest during the period the improvement comes into working order. 
By this means, those, who would not effect such improvement in a timely manner 
would be automatically tempted or less protected than those who promptly and 
willingly bear this obligation implicit in their receiving protection. 

The initiation of research for enhancing industrial efficiency is still in this 
country mainly an obligation of the State. Government is primarily responsible 
to set up and maintain such research institutions ; or the burden is shouldered 
by the Universities which are semi-public institutions. The realisation by the 
leading industries of the value of such research in the improvement of their own 
prospects is slow and hesitating. Perhaps it is as well that the State has the 
dominent voice in providing and maintaining such research facilities, lest private 
4 idustry should make a fetish of secrecy of new discoveries or inventions, or improved 
processes for their own exclusive benefit. The good of the country as a whole can 
be promised only if the research is spread on the widest area, and the benefit avail¬ 
able in the fullest measure. 

Training of apprentices and Government scholars and stipendiaries is a re¬ 
cognised obligation even today, upon those foreign concerns which supply stores 
and other requirements of Government. In the usual agreements with foreign 
firms which provide such supplies, this clause has always been insisted upon in the 
last 30 years, when our Stores Purchase Policy was rationalised, and made more 
congenial to Indian industrial development. If such an obligation could be 
shouldered without demur by foreign suppliers to whom no direct benefit or indirect 
protection is given by our Government beyond purchasing their wares in an open 
competitive market, it should be indisputable that our own industries, built up by 
the protection or assistance of our Government, should assume this obligation with¬ 
out any hesitation. 

It is, besides, to its own advantage to have such trained persoinel, easily 
available in their own enterprise. One of the handicaps of Indian industry to-day 
is that the necessary skilled technicians and expeiienced scientists are lacking in 
the number of proportion required. By this method the industry would be able to 
train up, within a reasonable time, the trained personnel needed, and, if simultane¬ 
ous and reasonable arrangements are made for their absorption and employment 
within the industry itself, the entire problem, which now is said to hinder or impede 
the maximum possible growth of industry in this country would be solved. 

The last item given in the Question finds its justification, as much on ethical, 
as on economic grounds. The benefit of protection having been received, in the 
first place directly by the industry, and under the present social order, industry 
being owned and managed by the capitalist provider of the place, material and 
tools of work, he is in a position to monopolise the resultant gains all to himself. 
The root of the prevailing social discontent in all countries lies in the consciousness, 
that the capitalist, owner of industry, or even the entrepreneur building up an 
industry, gets for his investment or enterprise a disproportionately larger share than 
is justifiable. The injustice seems the greater, when the owner’s profits are due in a 
considerable measure to the protection granted, directly or indirectly, by the State. 
There is, moreover, in every profit derived from modern industry, an element due to 
the social endeavour, or special conjuncture, as it is called by some economists, 
which may well be regarded as “ Unearned ” income. This can be more equitably 
shared with the rest of the community. Hence the need for and justificatior 
of a greater or closer control on Distribution, in the sense both of the commodity 
or service produced and supplied with the help of such protection, and in the 
sense of increased purchasing power, or better standard bf living to the 
community as a whole, besides the share obtained by the immediate participants 
in the working of the industry. 
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Question 67. — (a) Is it necessary to stipulate that no protected or assisted industry 
should engage in any restrictive practice in respect of -— 

(i) production, 

(ii) distribution, or 
(Hi) prices ? 

( b ) Wha t general principles would you suggest to regulate the right of associa¬ 
tion or combination of the different units in a protected or assisted in¬ 
dustry \ 

Yes, for otherwise, the benefit resulting from the protection would he taken in 
a disproportionately large measure by only a small section of the community. Res¬ 
trictive practices tend to create a monopoly, a close Trust which can only flourish 
at the expense of the community, both in the present and in the long run. The 
highest gain for the monopolist result for the limited output, which would restrict 
supply, and so secure better prices from the same or expanding demands. This 
is obviously not in the interests of the country, which seeks to build up a broad 
based industrial system. The same logic applies to the other two items, which are 
all feasible, generally speaking, under monopoly conditions. The history of the 
American Trust is eloquent of the abuse possible, under a protectionist regime of all : 
these kinds. The provision, again, in all Railway rates legislation to forbid unfair 
discrimination as,between customers,— i.e., in the distribution of their service as 
monopolist carriers,—is another illustration of the same logic. A stipulation is 
thus necessary every time protection or assistance is granted to any enterprise that 
such practices should not be allowed. The most effective means to give effect to 
this condition, would be by a system of Licensing each concern or enterprise. The 
conditions contained in each license would see to it that such practices are not per¬ 
mitted, If the license is renewable from time to time, and liable to he discontinued 
on the breach or evasion of any of its conditions, the danger would be much less. 

Question 68.—Would you lay down any conditions regarding the financial structure of- 
the industries receiving protection ? 

Generally speaking, it would be desirable to have all such industries organised as 
joint stock enterprise. Under that form, there willhave to be a wider distribution of 
capital investment, and automatic training to the investor in what we may call 
Industrial Self Government. Such industries would, as a rule, require much larger 
capital than single individuals may be able to furnish from their own resources. 
Even if Banks and other Credit institutions are drawn upon for the working, if 
not fixed, capital, the latter would find better security in a joint stock concern than 
in a single proprietory or partnership concern. . A fair deal to the labour engaged 
is also easier to achieve in the joint stock public company organisation than in small, 
scattered individual proprietory enterprise. There is, moreover, greater publicity 
in accounts, in the working and management of a joint stock concern than would 
be possible under a single individual proprietorship, or even under partnerships. 
Such publicity is desirable in the interests of a more effective control of the industry 
affected, as well as to facilitate aid being given if and when and how it may he needed. 
The principle may he modified in enterprises which are engaged in some essential! 
production or service, e.g. insurance business, where some form of co-operative or¬ 
ganisation, or mutual aid, may he more suitable and sufficient, economical and ad¬ 
vantageous. Under both these forms, it would be easier to maintain supervision 
and control over the working of such concerns, and particuarly the financial and 
production aspects. If, for instance, excessive reliance is placed, for working, 
capital on borrowed, short term accommodation, or even as regards fixed capital, 
it may endanger the entire financial system of the country, and may induce an un¬ 
necessary crisis. To guard against all these dangers and to facilitate reaping the 
fullest benefit of State aid to industry or protection, the suggestions made above are 
advisable. 
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■ Question 69.—Are you satisfied with the present arrangements for the standardization 
and control of the quality of industrial products ? In particular, do you 
think that any special arrangements for the control of quality of the 
products of protected and assisted industries are necessary. 

(b) If so, would you impose this duty on the protected or assisted industries 
through such special organisations as they may set up with the approval 
of Government or ivould you set up any special institutions outside these 
industries ? 

(c) What in your view should be the structure and functions of such organisa¬ 
tions or institutions ? Should they be professionally expert bodies or be 
composed of representatives of the different interests concerned ? 

There are at present hardly any standards whether in the protected and aided 
industries, or in the non-protected group. For lack of standardisation, there is a 
needless loss of market, and impediment to consumption, which only reacts to the 
prejudice of the country production. The recently established Indian Standards 
Institution is consequently to be regarded as a step in the right direction. 

It is in the general interest to let a central institution of standardisation like 
the Indian Standards Institution to do the work of preparing standards and con¬ 
trolling quality of industrial products. The Indian Standards Institution has done 
much useful work in this direction in the short space of time since its establishment. 
To improve matters quickly it is necessary to enact legislation and create requisite 
machinery under the Indian Standards Institution to control quality of production 
both of protected and non-protected industries. 

The Indian Standards Institution as it is at present constituted is the proper 
« body to standardise and control quality. This Institution should be empowered 
by legislation to license to producers the us a of its certification mark to be placed on 
those products which fulfil the standards laid down by the Institution. The pro¬ 
cedure laid down in the Indian Standards Institution and other rules for the pre¬ 
paration of standards is sufficiently representative of all interests concerned, and 
the care with which this Institution prepares the standard-specifications is a testi¬ 
mony to its ability to do the job properly. 

Question 70.—Do you think that the obligations should be embodied in the relevant 
statutes dealing with protected or assisted industries or be left to be pres¬ 
cribed by the tariff making machinery on an ad hoc basis, in each 
individual case of an industry seeking protection or assistance ? 

If these obligations are at all to he enforced, it is indispensable that they be 
given statutory effect. They cannot be left to be prescribed on an ad hoc basis for 
each industry separately. For, in that case, there would he no standardisation, 
or common pattern, under the country’s fiscal policy as such. Standardisation is 
necessary, not only for the benefit of a given industry or its market ; it is needed in 
the aggregate interests of the country’s economy as such. 

Moreover to permit the tariff making body to prescribe such obligations for 
•each industry separately, when it seeks protection or assistance, would he investing 
the tariff making or recommending body with an excessive and undesirable authority, 
power, or function. The primary function of a tariff-making body,—whether 
appointed separately for each industry when it asks protection o" embodied in the 
permanent machiney under the Fiscal system of the country, is to investigate the 
conditions of the industry desiring protection, its cost of production and handicaps, 
its market and potentiality : and thereon suggest the most effective and appropriate 
method of securing its utmost development. In its recommendations it should 
also include suggestions about imposing the necessary obligations, conceived as 
much in the interests of the industry, as of the country at large, and to guard against 
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the possible abuse of protection. It cannot be clothed, therefore, with legislative— 
and still less with judicial authority, power or function. For otherwise, room for 
corruption would increase and the enforcement of those obligations beset with un¬ 
foreseen and innumerable difficulties. 

Question 71 (a). — Do'you consider that any special administrative machinery is neces¬ 
sary to ensure that these obligations of protected and assisted industries 
are duly discharged ? If so, what form of administrative machinery 
would you suggest 1 

Some administrative machinery would be needed to see that the obligations 
imposed by the appropriate authority, at the time of granting protection are duly 
carried out by the protected industry. 

The existing administrative machinery under the Director General of Industry 
and Supply at the Centre and the Directors of Industry and the Chief Inspectors of 
Factories in the Provinces should be utilised for the purpose of obtaining informa¬ 
tion on the observance or otherwise by the protected industries of their obligations. 
This information should be placed before the Advisory Committee or the Licensing 
Board proposed to be set up under the Industries Control and Development Bill now 
on the legisltive anvil. The Tariff Board should also have its own secretariat to 
watch the progress of protected industries. 

Question 71 ( b ).— Or, would you prefer that this function should be entrusted to a 
special wing of the tariff making machinery, or of any other existing or¬ 
ganisation ? 

Question 71 ( c ).— Or, do you think that it will be necessary or desirable for Government 
to be represented on the management of protected or assisted industries, 
in order to ensure that these obligations are carried out in the spirit in which 
they are conceived ? 

No reply is necessary to this in view of what has already been stated above. 

In a properly planned economy protection or assistance to specific industries 
will have to be given as a part of the general plan of industrialisation. However, 
it is not desirable to have representation of the Government on the management 
•of protected or assisted industries because it will lead to unnecessary interference. 
The surveillance exercised by Government and the Tariff Board under machinery 
proposed above would be sufficient. Associatio'n of Government in the manage¬ 
ment can only be justified in concerns in which Government hold a direct financial 
interest and not in all protected industries. Further it would be physically im¬ 
possible for Government to be associated with the management of all industries. 

Section H. 

Organisation, Methods and Procedure 

Question 72. _ In the light of your replies do you consider that the existing administra¬ 

tive organisations will be adequate to deal with the problems of implemen¬ 
tation that may arise out of Government’s acceptance of a comprehen¬ 
sive policy as regards : 

(i) fiscal measures, and 

(ii) non-fiscal measures ? 

The present administrative machinery consists mainly, of (a) The Tariff Board, 
appointed originally ad hoc for each industry applying for protection or aid to 
investigate its conditions, and make recommendations for its protection, or other¬ 
wise in such form, and on such conditions as the Tariff Board may think proper and 
of the Ministry of Commerce. The application of each industry has, in the first 



202 

instance, to go to the Commerce Ministry, not the Ministry of Industies with a. 
prima facie case for protection. Only if Government refer the case for enquiry, 
can investigation be made the problem considered in all its aspects, and recommen¬ 
dations made. If those recommendations involve legislation, the Rep ore would 
have to be placed before the Legislature ; and that body may take its own deci¬ 
sions on those proposals. A Bill based on those recommendations, will have to go 
through all the usual stages of a proposed legislation, though facilities would be 
found for its enactment as a Government Bill. 

In this arrangement, there is neither appropriateness, permanence, nor co¬ 
ordination of all the various requirements for implementing the Tariff Board’s 
recommendations. The very Ministry which deals with this matter, is not the 
Ministry of Industries, but of Commerce. The trade aspect is made more import- 
ant than the industry aspect,—probably because, in the first inception of this policy, 
the foreign trade of such protected commodities was most important. 

The problem of developing industries by every legitimate means has yet to be 
conceived as part of the aggregate national economy, not an isolated feature in an 
uncoordinated jumble. The emphasis on production has yet to be placed upto its 
proper degree ; while the Distribution aspect of successful protection to Industry is 
all but ignored. There is, in other words, no co-relating, co-ordinating, and integrat¬ 
ing machinery, to make all the various facets and items in the policy mutually 
sympathetic parts of & common, consistent programme. There is neither planning, 
nor programming, no overall view of the country’s economy, no comprehensive con¬ 
ception of the nation’s future. 

The Tariff Board has, in recent years, been made somewhat more permanent ; 
and a group of applications is referred with certain standing terms of reference in 
pursuance of a common policy. But delay is still inevitable, as the Board cannot 
consider applications suo motu. Nor is it made an integral feature of the adminis¬ 
trative machinery. This organ, or some other of its kind, more permanent, more- 
broad-based, and wider powered, must be made part of the entire administrative 
system. And that system must be designed to carry out industrialization as per a 
definite plan, comprehensive and co-ordinated and requiring simultaneous advance 
on all fronts, as far as possible. The system should also provide for integration 
and co-ordination of the working of (I) the Tariff Board (2) the P'anniig Commission 
suggested to be set up at a latei date in reply to question No. 73 and (3) the propose d 
Industries Licensing Board or Advisory Committee envisaged under the Industries 
Development and Control Bill. 

On the non-fiscal side, the lacunae in the existing machinery is much greater. 
Measures relating to the assurance of suitable and sufficient quality of raw materials ; 
and adequate transport and marketing facilities, of credit and insurance, lie with 
almost exclusively in its own compartment. These must he integrated, mutually 
co-ordinated, and made to act in concert, all functioning to attain a predetermined 
goal. Banks, railways and ships, power sources, consular agents and diplomatic 
arrangements, negotiating and concluding trade treaties will all have to work to¬ 
gether to make the aggregate policy a consistent whole and an absolute success. 

Question 73.—If not, what organizational changes would you propose in the existing 
machinery of Government dealing with these subjects ? 

The changes needed for implementing a comprehensive policy of all round 
Industrialization, within a predetermined period, have been stressed by our Or¬ 
ganization from time to time. A succinct summary of these proposals will be 
found in the “Industrialization Scheme in Two Parts ” brought out by the Presi¬ 
dent of our Organization, Sir M. Visvesvaraya in 1949. 

If industrialisation is to be carried out in an ordered, all round, simultaneous 
and smooth manner, an overall machinery, like that of the National Planning Com- 



203 


mission would have to be set up after sometime. Such a body may be representative 
■of the interests concerned, as well as of Government. Its presidency may be vested 
.in the head of the Government, to give prestige, and to make its recommendations 
weighty as well as balanced. The Planning Commission should only be an advisory 
and recommendatory body and should not be invested with any executive functions. 
But the present time is not yet ripe for the appointment of a Planning Commission. 
We should not add to the existing committees and commissions without making 
sure that the plans programmes, policies and recommendations of all these bodies 
can be translated into action. 

f he control and supervision over each protected and assisted industry, includ¬ 
ing the fitness and adequacy of the means by which such protection or assistance is 
afforded, or its form may be entrusted to appropriate Directorate of the Director 
General of Industry and Supply for each group of connected industries, embracing 
all the undertakings within each industry, and corelating all activities, from getting 
raw materials to marketing finished products. These Directorates would be mu¬ 
tually co-related, and made to act in harmony, under the general supervision of the 
Director General of Industry and Supply. 

The relations also, in respect of giving effect to the Plan, as between the centre 
and the units, would have to be attended to by reproducing, on a smaller scale, the 
national machinery and organisation on a unit scale, going down to the smallest 
practicable unit in each case, and connecting those units into a national system by 
linking up each in an ever widening federal chain- Arrangements should also be 
made for greater co-ordination between the centre and federating states of the 
Union in all matters relating to industry as at present in a number of cases pro¬ 
jects sanctioned or supported by the centre are held up in execution for want of 
requisite co-operation or encouragement from the provinces. 

Question 74. — (a) It has been Suggested that it might be necessary to set up one compre¬ 
hensible organisation (partaking of the nature of a Trade and Industrial 
Planning Commission) subdivided into suitable branches to deal with the 
planning and execution of various measures, relating to ( i) tariffs, 
(ii) other fiscal measures, and. (in) non-fiscal measures, etc. Do you 
agree with this view ? 

(6) If so, would you indicate the type of organizational chart that you have in 
mind ? 

The detailed answer in the previous question will suffice in this case also. Plan- 
ring Commission should not be the head of the comprehensive organization but 
rnly a part of it. As suggested before its activities should bo co-ordinated and 
ntegrated into those of the Tariff Board and the proposed Industries Licensing 
loard or Advisory Committee envisaged under the Industries Development and 
Control Bill. 

Question 75 .— (a) Alternatively, would you prefer a series of specialised organizations 
dealing with these particular subjects ? 

(b) If so, how would you corelate the functions of these administrative organi¬ 
zations ? 

A series of separate, independent, uncoordinated organisations each dealing 
r ith a specified branch or department of the work, would lack cohesion, and be 
nable to take co-ordinated action- Even if some arrangement is made by which 
lese independent offices or organisations are interrelated, there would inevitablv 
e an amount of red-tape and consequent delay which would not- be in the best in- 
irests of the country. It is possible no doubt to devise better methods of prompt 
ition, but the more numerous and independent these organizations are, the more 
ould be the overlapping delay and red-tape. The plan suggested in answer to 
lestion 73, and repeated above would be much better calculated to meet the needs 
‘ economy, efficiency, and despatch than separate organisations would ever b* 
lie to achieve. 


i M. of Com. 
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Question 76.—As a further alternative would you favour only one Technical Organisation 
dealing with tariffs, leaving the other subjects to be dealt with by the diffe¬ 
rent Ministries concerned more or less in the manner followed at present ? 

A Traiff Board or some body carrying on the functions now vested in the Tariff 
Board, will necessarily have to be an integral part of the organization suggested 
above in answer to question 73. It has also been shown how and where it would be 
necessary to differentiate the functions, powers and authority of the Tariff Board 
as conceived in this Memorandum as against thosp now entrusted to that Board. 
But having made the Tariff Board a permanent and integral part of the fiscal ma¬ 
chinery, which will itself work in coordination with the National Planning Commis¬ 
sion, it would be inadvisable to leave the other eorelated functions utterly uncoor¬ 
dinated mutually. There should be an Economic Committee of the Cabinet for all 
functions requiring coordinated action in all matters of policy. This Committee 
should meet regularly to coordinate the economic activities of the various Govern¬ 
ment Ministries and to expedite their decisions on economic questions. 

Question 77 .— Whatever may be the structure of the planning and coordinating machinery 
that you may favour, do you agree that a specialised organisation for tariff" 
purposes is essential to the implementation of a scientific tariff policy ? 

As already stated above, some special authority, investigating into the condi¬ 
tions of each industry seeking protection or assistance from the State, would be in¬ 
dispensable. It must be an integral part of the machinery suggested above. Whe¬ 
ther it is a single Central all-embracing authority, like the National Planning Com¬ 
mission, or some disjointed organisations of different Ministries, Local Bodies, 
Directorates, or Departments, a Tariff Board or an Authority corresponding to that 
Body fam'liar to us today would be indispensable. It may be remodelled in its 
constitution ; and there may be some variation in its functions and powers ; but in 
essence, it must be a part of the machinery for giving effect to the Fiscal Policy 
we have envisaged, to investigate conditions before protection, assistance or en¬ 
couragement in any way, is recommended to any industry or business. 

Question 78.—If so, would you agree with the recommendations of the Indian Fiscal 
Commission of 1921-22 that the Tariff Board or the Tariff Commission 
should be .— 

(i) a permanent body of high standing, 

( U) consisting of members who are of high ability, integrity and impartiality— 
preferably with a knowledge of economics and a practical acquaintance 
with business affairs ? 

We agree that the Tariff Board, 4>t that part of the Fiscal machinery whicl 
investigates the conditions of every industry seeking protection or assistance, mus* 
be an indispensable as well as a permanent organisation. It must function as par 
of the main machinery, but within the sphere assigned to it. It must have ampf 
scope to do justice to the task assigned to it. 

The constitution of such a body would necessarily he from amongst peopl 
acquainted both with the theoretical as well as the practical side of each industr; 
seeking protection or assistance. The Tariff Board today consists of usually thre 
or four members,— too small a number to provide all the varied inside knowledge c 
the several industries, and their peculiar conditions differing from region to regioi 
which is necessary before a proper investigation can be made. It is also insufficiei 
to provide adequate practical knowledge of the nature and consequences of tl 
several forms in which protection or assistance can be given to industries, businesse 
services, or utilities. Finally, a snffic’ent knowledge of the administrative routir 
is also necessary if only to ensure proper management, orderly progress and avo 
unnecessary waste. 
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Because of these reasons, even if a Tariff Board is set up with a limited per_ 
inanent personnel, it must have power to co-opt or add to its number for each parti 
cular enquiry that it may have to conduct, so as to make its investigation and re' 
commendation as fair and reasonable as possible. We would, therefore, suggest 
that the new nucleus of this organisation, a permanent Tariff Board, may he com¬ 
posed of not more than seven and nob less than three members, selected from the 
public life of the country. Industry, big business, or Science would no doubt, have 
their fair share. At the same-time, independent professional economists, providing 
the basic scientific knowledge, must be included, side by side with representatives of 
Government, of the general public and of the workers, to give a comprehensive and 
balanced complexion to such a body. 

In addition, there should be, as just stated, the power to co-opt and add to the 
number for each enquiry separately whatever may be found necessary for 
that purpose. While the life of the permanent members of the Tariff Board, thus 
conceived, would he for a definite period of three or five years, subject to re-appoint¬ 
ment, but not so as to make a monopoly or life tenure for some individuals, the life 
of members, added or co-opted ad hoc for each enquiry separately, would necessarily 
be limited to the course of that particular enquiry. Ordinarily, no enquiry would 
or should extend beyond one year at the outset. 

Both the original and co-opted members would have, while sitting as a Board, 
the same status, rights and duties. For the rest, remarks made in answer to Ques¬ 
tion 73 above may be read along with the present answer, 

It may be added that the element of impartiality necessary in members of the 
Tariff Board is not so much the impartiality of a high judicial officer of Tribunal 
It is rather the impartiality of trained and balanced judgment with reference to 
competing or conflicting interests. Naturally there would be an inevitable bias in 
favour of domestic industry as against in foreign competitor in the same field. But 
that is the bias or partiality rather of the detective, or objective investigator seeking 
to bring out facts and put them in their proper perspective, in connection with two 
or more suspects of the same offence,—than of the trying Magistrate, who is impartial 
as sector of that industry within the country and from outside ; the reorganisation 
of our small-scale industry on a co-operative basis all over the country, as suggested 
in answer to a previous question, would be inevitable. By that process the entire 
industrial, or rather the whole economic organisation of the country, would come to 
be reconstructed and placed on a basis of mutual sympathy, rather than of compe¬ 
tition and conflicts between all kinds of apparently opposed interests. This would 
be an indirect contribution of the Tariff Board; but it would nonetheless be significant 
and substantial for the growth, expansion, and development of the country as a 
whole. 

It would be another proof of the view now being commonly accepted that, in 
the economic life of the country, we cannot disconnect, isolate and consider each 
aspect or item by itself, since they are all inseparably inter-connected. For adequate 
and appropriate consideration attention and development, a comprehensive view 
is indispensable. The larger machinery of the Planning Commission, suggested 
earlier, is, therefore, unavoidable. 

Question 84 .— Where the procedure provides fot an application Jor protection, should the 
application he addressed to Government or to the Tariff Board ? 

In the view we have taken in this Memorandum of the role and functions of the 
Tariff Board, the answer must be clear to the Tariff Beard. It would save unne¬ 
cessary delay and waste of time, if the Tariff Board is empowered directly to receive 
and consider such applications, or even to invite them on its own initiative, and to 
make its suggestions after its own investigation without any application. Govern¬ 
ment is the appopriate authority to consider the recommendations of this body, 
when, after careful and searching investigation and full consideration of all aspects, 
and conditions involved, it submits them to Government. 
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The authority of the Supreme Government is, therefore, not in any way affected 
by providing that the Tariff Board should receive srfbh applications directly, and 
sent out its own invitations, if it thinks so necessary to those parties, organisations or 
individuals whom it thinks best qualified to offer technical scientific or general ad¬ 
vice from actual knowledge and experience, and without any special interests of the 
adviser’s own to promote. These powers would have been given to the Tariff Board 
under an Act of Parliament, which must be based on an exhaustive consideration of 
all relevant considerations. The Board would function under such an Act arid 
authority, and so would be in no derogation of any other authority. 

Question 85.—What modifications would you suggest in the present procedure to make 
it more expeditious ? 

The question involves inevitable repetition of a good deal that has gone before. 
Briefly stated, the procedure we would recommend would be 

( i ) The Tariff Board in its general powers may keep up a constant survey of 
the industrial field ; and in pursuance thereof, may call upon any party or organisa¬ 
tion to place before it that body’s views on specific matters relating to a given in¬ 
dustry or a group of industries. 

(it) Parties directly concerned or through their organisations like chambers 
of Commerce, or associations of manufacturers or their experts, may, likewise, be 
permitted to present, without any special invitation from the Tariff Board, their 
case before that body for a grant of protection or assistance in any form they think 
suitable to a given industry for a given period; or to vary the existing protection in 
any form or degree that under changing conditions may become more appropriate 
and effective ; or even discontinue any existing form of protection. 

(Hi) Any body interested in each enquiry, when one is going on, should also 
be entitled without invitation or even without direct concern, to offer his views or 
suggestions to the Tariff Board while its enquiry is in progress. For the Board 
should make its own enquiry and investigation, involving careful consideration of the 
conditions affecting the given industry or industries, at Home and abroad, on the 
large-scale and small scale, calling for advice of such further experts or experienced 
people as the Board thinks necessary. 

(iv) On completion of such enquiry the Board should formulate its broad 
conclusions, and make specific recommendations to Government. 

( v) On such recommendations having been received, the appropriate Ministry 
of Government, or the Government as a whole, should consider them, and adopt 
such measures or take such action as they, in their supreme authority, may consider 
desirable and appropriate in each case. 

(vi) If in any case legislation is necessary to give effect to these recommen¬ 
dations, Government should undertake and carry through all its prescribed stages 
in Parliament such legislative proposals. 

(vii) If any changes in existing Trade Treaties or international obligations 
becomes necessary, Government should set afoot the necessary negotiations and 
conclude appropriate treaties or make arguments. 

(viii) Finally, if any modifications in execution, procedure, or activity be¬ 
comes necessary, e.g. in regard to Licensing conditions, credit facilities or transport 
rates, Government should take the necessary action. 

Question 86. — Have you any improvements to suggest in the Tariff Board’s present 
working methods (including the procedure for public hearings)? 

Most of the improvements have already been suggested in answer to previous 
Questions on the subject. If the Tariff Board becomes a permanent institution. 
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and has power to act on its own initiative, as well as to keep up a constant survey 
of the economic situation, it would itself come to know of the changes that may he 
happening, and suggest wayaand means of making adjustment to meet those changes. 

It would, however, be at the same time, advisable for the Board to receive any 
information from those competent or qualified to give it; and for that purpose 
arrange its procedure and organise its work in such a way as to be easily accessible 
to those who can advise and assist. Whatever enquiry is being conducted at any 
time, whether on the Board’s own initiative, or at the instance of Government, or 
on application from any party concerned, it should be notified to the public through 
the usual channels of publicity, and also by special intimation known to the Board 
as competent or qualified to speak on such matters. A general invitation should 
also be held out to anybody in possession of appropriate information and willing to 
place it before the Board. On the other hand, the Board also should be able to call 
upon any person, body, or authority, which it believes has information, knowledge 
or material that would throw helpful light upon the subject under enquiry, to lay 
such material etc. before the Board to answer specific question from the Board and 
furnish such information etc. or offer such advice as may be required. 

By such arrangement it would be unnecessary to insist upon public hearings ; 
the entire proceedings would in theory as well as practice be public, in the best sense 
of the term. Only at the stage of the Board’s own deliberations to consider the 
material before it, while formulating its conclusions and recommendations, should 
the Board be entitled to hold its sittings in camera. As the proceedings would be 
open to the public and published in the Press, and as the proceedings would be pub* 
fished by Government, the final deliberation at the time of arriving conclusions and 
making recommendations may be private without any harm. 


Question 87—Do you consider that the Tariff Board’s recommendations should normally 
be accepted by Government and implemented by it ? 

In the view which has been taken, in this Memorandum of the nature and function 
of the Tariff Board in building up the country’s productive enterprise on all fronts 
simultaneously, and safeguard it against any unfair competition or needless handicap 
the recommendations of the Board would naturally be based upon exhaustive in¬ 
vestigation and full deliberation. The Board being composed of, or aided by, sea¬ 
soned experts acquainted with all sides of the question being enquired into, its re¬ 
commendations would be naturally to the point, and calculated to promote the 
object in view. 

As a rule, therefoie, such. iecommend?tions should be given full consideration 
by the Government with whom the final word should rest, particularly as there mav 
be cases in which Board’s recommendations may fail to take into account aspects 
of the matter which Government alone are in a position to deal with, or special cir¬ 
cumstances and conditions may have arisen unknown to the Board, which the 
representatives of the people in the Legislature would be the best qualified to deal 
with. Undir those conditions, it would be unwise to impose an obligation upon 
Government to treat the recommendations of the Board final and binding upon 
them in o 11 cases. « 

The administrative difficulties inherent in giving effect to recommendations 
may also not have received their due attention from the Board in the fitter’s desire 
to see the earliest and fullest implementation of their suggestions. 

For these reasons, we would not make the acceptance and implementation of the 
recommendations of the Board compulsory upon Government. 
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Question 88. —(a) Having regard to the nature of the duties and functions entrusted to 
the Tariff Board, do you consider that it should he placed on a statutory 
basis ? 

(6) If so, should the stUute lay down only the cdmposition and functions of the 
Tar'ff Board or also include the general principles governing tariff policy, 
the general procedure to be followed in tvriff enquiries and the manner of 
enforcement of the obligations of protected or assisted industries ? 

(c) To what extent, would such statutory provisions militate against flexibility? 
How could the possible risk of rigility in procedure and administration 
implicit in statutory provisions, be either eliminated or reduced ? 

The scheme of re-crgani ir>,g India’s Fiscal Policy, designed to promote all round 
economic development, wiiLin, reasonable time, suggested in answer to previous 
Questions, contemplates formal establishment of a statutory Tariff Board with its 
powers and functions proscribed by law. A permanent organization of this vital 
importance should not be left to be set up merely by an executive decree or even by 
a Government resolution. This was the case when Government was not fully res¬ 
ponsible to the representatives of the people; and did not always desire to obtain their 
reactions. An executive decree or resolution of Government may be more easily 
changed, in vital particulars, than a formal statutory provision, especially under 
the stress of P..rty rule. The d ,nger of unnecessary and frequent changes in basic 
policy, particularly in matters needing a degree of permanence or stability to allow 
long-range plans being made, cannot be exaggerated. 

Assuming that the permanent Tariff Board would be established, and its powers 
and functions prescribed by a statute, it is not necessary, however, to lay down that 
such a statute should restrict itself only to the constitution of the Board and laying 
down its rights and duties. As wo have envisaged this institution, we consider it 
very likely that the Boaid itself will form part of a much larger and more compre¬ 
hensive machinery which would carry out the entire Plan of nil-round national 
development, including the el ,bor ,tion of basic principles of policy, the provision 
of the instrument ot agency by which that pilicy is to be implemented, the procedure 
to be followed, the conditions of safeguard that may have to be imposed in the 
goner. ,1 nation I interests and other relevant matters. 

Bat even though the scope of such an over-all organisation may be determined 
by an Act of P.,rli. ,ment, its several articles should be in the foim of gener. .1 proposi¬ 
tions. Matters cf dot; il, such as those relating to the Board’s own piocedure a* the 
time of me,king enquiiies ; the parties to be invited, or the form of invitation to 
produce tho requisite information for carrying on the investigation and laying down 
the conditions relating to the protection to the different industries, their costs cf 
production, marketing and other incidental or ancillary services, facilities or ad¬ 
vantages, would best be provided for by rules m; 4e by tho Board, und r the main 
Statute. These rules of procedure may be m de by the several authorities each for 
itself ur.d ;r this Statute. These include the PI. ,nr,iag Commission, the D. G., I & S. 
the Tariff Board and any other agency or body that may be created or m intained 
such as Licensing Board or Advisory Committee contemplated under the Industries 
Development and Control Bill. 

These bodies or authorises will not be subordinate to the Planning Commission. 
They Will, however, have to work in mutual harmony and coordination, so thet 
automatic correlation and dovetailing may be effected wherever necessary with the 
least possible del ,y. E,,ch of these bodies should within its own range be autono¬ 
mous, as f-.r as posable; that is to say, it would have powers to malic its own rules 
of procedure, and regulate its own business. This would combine the advantages 
of specialised knowledge and experience with common, composite machinery for 
administration, causing the least friction, delay or red tape. 

If on any point there is a lacuna or absence of any specific provision regarding 
rules eto. Government would always have the power to issue special instructions. 



The prjcedure in fact of issuing instructions under the basic principles provided for 
in the lop da im m 31 ho rod above would be beth flexible and adequate to meet all 
reqtirommts net directly dealt with by the main statute. Such instructions may 
be in the form of the Government Resolutions, or any other less formal communica¬ 
tion to the body or authority concerned like the Tariff Board- What is sought to be 
attained by this outline is a combination of elasticity in actual administration, with 
the cl.nity of guiding principles governing all bodies or authorities concerned. 

in this manner, then it would be possible to combine the particular advantages 
of flexibility of administration with rigidity of the basic principles. The Tariff 
Board’s position would, of course, be in no way less important, or its influence less 
effective than is the case to-day. It would be competent to make its own rules 
within the powei s, functions and authority given to it; and so it can guard quite 
•effectively against any risk of excessive or misplaced rigidity, whethei for purposes 
or investigation, for deliberation or for making recommendations. 

Fiscal Commissions’ questionnaire — Part II relating to the question how far it would 
be desirable to undertake international obligations of the kind involved in the general 
agreement on tariffs and Trade and the Charter of the International Trade organi¬ 
zation in the Country’s requirements. 

•’Question 89.—Do you approve of the basic purpose and objectives underlying*, he Havana 
Charter on Trade and Employment ? 

The Working Committee of the Organization are in full agreement with the 
basic purpose of the Charter. In fact, recognising the great contribution which a 
steadily expanding international trade on a multilateral basis can make to the 
maintenance of international peace and prosperity, the Organization passed a re¬ 
solution on “India and the International Trade Organization” as long ago as April 
1947 at its Annual Conference held in Now Delhi, wherein it welcomed the efforts 
that were then being made to create a proper international machinery tc co-ordinate 
the commercial policies of various nations. A copy of this resolution is forwarded 
herewith. 

Of the six objectives enumerated in Article I of the Charter, the Committee 
•take exception only to the Obj< ctive No. Ill which relates to furthering the enjoyment 
by all countries, on equal terms of access to the markets, products and productive 
facilities which are needed for their economic prosperity and development. In the 
resolution referred to above, it has been pointed out that it is the inherent right of 
every Nation to preserve scarce materials and, to utilise to the fullest its own material 
resources under the land, on the land and in the air before making them available to 
•other nations. The freedom of access on equal terms to the world’s markets raw 
.materials may be necessary for the industrialised Western countries to maintain their 
standard of living, but it is not compatible with the legitimate demands of other 
■countries like India, which are backwaid or relatively undeveloped and which have 
to make up a great leeway in their own economic development. At present the 
available and potential resources of these countries have not been developed to the 
•extent they should be, and their markets are supplied by imports from abroad. 
The living conditions of the majority of the peoples of these countries are appalingly 
flow. To bring about their industrial and economic development these countries 
cannot but take steps to conserve their raw materials, so the raw materials 
may not be carried away by other countries at the cost of their indigenous industries 
being starved of them. * 

'The Working Committee stress that in view of wha t is stated above, the Charter 
should be so worked as not to place any impediment in the way of countries that 
have so to say “found themselves” only recently and desire now to preserve their 
raw material and markets in as large a measure as possible in the interests of their 
own industries. In case the working is not found satisfactory, economically under 
■developed countries of which India is one will have to press for necessary modifica- 



tion of objective No. 3 at the Special Session, of the Members of the International 
Trade Organization to be convened at the end of the fifth year after the entry into 
force of the Charter. 

Question 90.—Do you consider that the provisions and safeguards laid down in the 
Charter for the economic development and reconstruction of backward 
and under-developed countries are adequate for the requirements of 
India ? 


No. 

Question 91.—If not, to what extent, do you think these provisions and safeguards fait 
short of India’s minimum requirements ? Please illustrate your reply 
with facts from your knowledge or experience. 

The provisions of the Charter which relate to the functions of the International 
Trade Organization for promoting economic development and reconstruction of 
relatively backward areas are largely of an advisory character. Though there is a 
clause to the effect that members shall not impose unreasonable or unjustifiable 
impediments that would prevent other members from obtaining on equitable terms 
facilities such as capital funds, materials, modern equipment and technology, and 
technical and managerial skills it is not clear how the Organization can effectively 
intervene when a particular industrially advanced country does not extend its full 
co-operation to a less industrially developed country in making available these 
facilities. 

In the opinion of the Working Committee, it is the inherent right of a nation 
to develop her industries to the maximum capacity possible consistent with the 
extent of her raw material resources, labour force and available market within its 
own frontiers and that in the exercise of such a right an outside authority like the 
International Trade Organization should not interfere. They, therefore, are not in 
agreement with the condition imposed in clause 7 of Article 13 where it is said that 
the International Trade Organization shall not concur in any measure under the 
provisions of (i), Hi) or (in) of 7 (a) which is likely to cause serious prejudices to 
exports of a primary commodity on which the economy of another Member Country 
is largely dependent. 

The Working Committee are also of the opinion that it is a modest, reasonable 
and legitimate demand of a nation to build up by every possible way what are called 
key or essential industries necessary for the very existence of a nation irrespective of 
the fact whether it has all the necessary raw materials within the country itself or 
not. This right too cannot be allowed to be interfered with by an outside agency. 
No provision has been made in sub-paragraph 7 (a) for automatic release in this case 
for a specified period from restriction imposed in Chapter IV of the Clrarter on appli¬ 
cation by member. 

The Working Committee do not also approve of the condition imposed in the 
case of application for continuation of the non-diseriminatory measures after th® 
expiry of the specified period for which concessions were granted- The extension 
of the release period should be automatic on application if the member concerned 
feels that the same is required after a thorough enquiry and investigation into th® 
matter by a duly authorised machinery, of Government set up by it for the purpose. 
To withdraw suddenly protection or assistance enjoyed by an industry would be 
disastrous. 

The sub-paragraph 3 (6) of Article 13 is not clear, in the event of failure to reach 
complete or substantial agreement as a result of the negotiations between members 
initiated by the Organization. In case no agreement is reached the applicant mem¬ 
ber should be free to institute the proposed non-discriminatory measure after in¬ 
forming the International Trade Organization. 
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Question 92. — In particular, do you consider that the terms and conditions proposed 
in the Charter for (a) the continued employment of existing foreign capital 
and (b) new foreign investments, are broadly in conformity with the re¬ 
quirements of India ? 

Yes. But it would be more practicable and in the interests of international 
investment itself if some basis or standard is laid down as to what is considered 
■‘adequate securities and reasonable opportunities” — words which are used in 
Article 12 of the Final Act. Adequate safeguards should be specified to see that 
concessions granted are not taken undue advantage of to resort to unhealthy com¬ 
petition with national industries with a view to keeping the country under perpetual 
foreign economic domination. 

Question 93.-—Are you in agreement with the broad lines of the commercial policy as set 
out in Chapter IV of the Havana Charter ? 

Yes, but with the following reservatleais. 

It has been pointed out earlier that industries processing indigenous raw material 
and depending upon indigenous markets as well as key and vital industries should be 
allowed to develop without any outside hindrance. It is the duty of the Govern¬ 
ment concerned particularly in the case of economically backward and under-deve¬ 
loped countries to provide, requisite aids for the purpose through tariffs, subsidies, 
bounties, reservations of indigenous raw materials, preferential treatment in rail¬ 
way rates, etc. This should be accepted as a cardinal feature of commercial policy 
though necessary safeguards may be provided by the International Trade Organiza¬ 
tion against possible abuse of such measures. But it must be left to the sole dis¬ 
cretion of each country’s Government to determine w hen and to what extent such 
safeguards are. to be applied. 

The two types of industries referred to above should have been included in 
Article 45, relating to General Exceptions to Chapter JV. As this has not been 
done, the Working Committee take exception to Articles 17, 18 and 20 of Chapter 
IV restricting freedom of under developed nation to develop, protect, and encourage 
and safeguard these industries by every legitimate and practical measures and sa 
achieve an all round development of her economy within the shortest time possible. 

In the opinion of the Working Committee the Article 25 relating to subsidies 
also requires some modification. The use of subsidies as a protective measure by 
industrially undeveloped countries should be recognised. When the Government of an 
undeveloped country finds that its industries are meeting with unfair competition 
from abroad or are not sufficiently developed to meet the competition of those coun¬ 
tries which are technically far in advance, it, would be justified in subsidising its 
industries to make the competition a fair one. 

Question 94.—If not. would you elaborate your objections to those Articles of the Havana 
Charter bearing on commercial policy which you consider detrimental to 
the interests of our industry? Do your objections relate to the short or 
the long period or to both ? 

Please see reply to Question 93. 

Question 95.—Do you anticipate any injurious effects to our trade and industry on 
account of our acceptance of the obligations of the Charter (i) in the short 
period, and (ii) in the long run ? 

In the long run only. As India is having balance of payments difficulty now, 
she will be free for a few years to come to impose import restrictions to safeguard her 
balance of payments position. The following measures can be adopted by India 
during this time. 

1. Complete ban on imports of items considered unnecessary e.g., toilet 
requisites, novelties, and other luxuries. This is mainly to ease the exchange 
situation. 



'Zl'i 


2. Preferential treatment for imports of bare necessities and of raw materials to 
give impetus to industries to make finished products at home. 

3. Preferential treatment for imports of machinery to make machinery. 

■Question 96.—On a careful balancing of pros and cons, do you approve of India's 
adherence to the Havana Charter and her consequent participation in 
the proposed International Trade Organization ? 

As the Charter cannot be modified now, and it is to be either accepted or re¬ 
jected, the Working Committee have no objection to India’s acceptance of the 
Charter for the present as a temporary measure. During the first three years, 
India has the advantage of being on the Executive Board. If as a result of the ob¬ 
ligations incurred under the Charter India’s economy is affected adversely she can 
mako use of the escape clauses provided for the time being. India will be at liberty 
to leavo the Organization after the expiry of these three years if she considers it to 
be necessary at that time. In case she continues further the Delegates sent on 
behalf of India should press for necessary amendments in the Charter in the light of 
the observations made here at the Special Session of Members to. be convened for a 
review of the Charter, nearest to the end of the 5th year after the entry into force of 
the Charter. If these amendments are not accepted, India could then consider the 
•question of leaving the International Trade Organization immediately. 

Question 97.—If not, what would be the bread line of commercial policy that you would 
advocate for India and in particular the fiscal measure that you would 
recommend for Government's acceptance ? 

This does not arise in view of the reply to the above question. 

Question 98.—If you agree that India should adhere to the Charter and join the Inter¬ 
national Trade Organization, have you any views to cypress on (a) the 
structure and functions of the International Trade Organization, (5) 
India’s position and status in the International Trade Organization ? 

In electing members of the Executive Board and also of the Commissions to 
be set up the Conference should have regard to the necessity of giving adequate re¬ 
presentation to under-developed countries. In the first Executive Board India has 
already been given a seat and she should be given adequate share in the Secretariat 
of the Organization in view of her large share in the International Trade and the 
prominent place she occupies in Asia. 


Copt of the resolution on “India and the International Trade Organi¬ 
zation” passed at the Seventh Annual Conference of the Ail-India 
Manufacturers’ Organization held on 14th and 15th April 1947, at 
New Delhi. 

India and the International Trade Organization 
Recognising the great contribution which a steadily expanding international 
trade on a multilateral basis can make to the maintenance of international peace and 
prosperity, this Conference welcomes the efforts that are now being made to create 
an appropriate international machinery to co-ordinate the commercial policies of 
various nations and to free international trade from the shackles of arbitrary tariffs, 
quota restrictions, discriminations, cartels and monopolies. 

The Conference, however, is of the opinion that (a) such international agree¬ 
ments should cover not only exchange of primary raw 7 materials and finished goods 
but should also include the exchange of secondary, industrial and semi-finished 
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materials, capital goods, later technological knowledge and technical personnel; (b) 
the development of under-developed countries should be recognised as one of the 
major objectives of the proposed International Trade Organization and that it 
should be explicitly stated in its charter ; and (c) the recommendations made in the 
-draft Charter in regard to the removal of restrictiv' ■ business practices should 
not be confined to ‘commodities’ only, but all be extended to services such as 
shipping, banking and insurance where unfair restrictive practices are quite 
■often adopted by many vested interests to hamper the growth of such services 
by under-developed countries. 

The Conference is further of the opinion that industrial and economic develop¬ 
ment of under-developed countries could be brought about only by a planned re¬ 
gulation of export and import trade and the development and promotion of existing 
and new industries through adequate State assistance and protection. The Con¬ 
ference holds that it is the inherent right of every Nation to preserve scarce materials 
and to utilise to the fullest its own material resources under the land, on the land 
and in the air before making them available to other nations. 

The Conference, therefore, urges upon the Government of India the adoption of 
the necessary measures to ensure that the view-point of Indian industries is empha¬ 
sised during the negotiations, that adequate safeguards are provided in the Charter 
against a possible threat to Indian economy, and that the Indian delegation to the 
sessions of the Preparatory Committee, and of the future International Conference 
is given a clear directive by Government to press for modifications in the principles 
and objectives of the proposed International Trade Organization on the lines indi¬ 
cated above. 

The Conference further urges that adequate representation on the Executive 
Board and the Secretariat of the proposed International Trade Organization should 
be given to under-developed countries and particularly to India in view of her large 
share in the International Trade and the prominent position she occupies in Asia. 

'Question 99.—Do you agree with the main principles underlying the General Agreement 
on Tariffs and Trade as laid down in Part I and Part II of the Agreement ? 
If net, please detail your objections under specific heads. 

Please see replies to questions 91 and 93. The General Agreement incorporates 
most of the commercial rules laid down in the Havana Charter and hence the objec¬ 
tions raised by the Committee against the similar provisions of the Charter hold good 
in this case too. 

Question 100.—Have you any comments to make on — 

(a) the concessions granted by us to other countries in respect of imports into 
this country ; and 

(h) the concession received by us in respect of onr experts abroad ? 

(a) On page 12 of the Memorandum of the General Agreement on Tariffs and 
"Trade, the following table is given showing the distribution of the total value of 
imports affected by the concessions between different classes of imports, on the 
.basis of 1938-39 figures. 

(Rs. in lakhs) 


1. Food Items ......... 93 

2. Chemicals, drugs and medicines ..... 1.84 

3. Other materials of industrial use ..... 5,42 

4. Machinery and equipment ...... 2,27 

5. Consumer goods ........ 3,74 


Total 


14,20 
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In the opinion of the Working Committee, more concessions could have beem 
granted in respect of items 3 and 4 and less on other items particularly 1 and 5. 

The Committee are not able to appreciate the statement on page 13 that con¬ 
cessions on food items are obviously desirable in view of the present food situation- 
in the country. The great majority of the people of India cannot be said to be 
consuming most of these items which belong to the category of imported provisions. 
If the aim of Government is to make the people get ‘can conscious’, efforts should 
be made first to change the tastes of the people before encouraging such imports of 
canned fruits, soups etc. from abroad. Besides, the development of an indigenous 
food industry is as essential as setting up ammunition works viewed from the point 
of the national security of the country. There is an annual drain on our foreign 
exchange resources to the extent of Rs. 130 crores by imports of cereals and other 
food items. The whole future economy of the country depends on the solution of 
the food problem and the Government themselves have declared now that they 
intend stopping food imports completely by 1951. 

Item 5 is one in which liberal concessions should not be given; particularly in 
the ease of non-essential articles. It is necessary to raise import duties on most of 
them to control their imports as well as to improve the balance of payments position. 
Hence in the opinion of the Committee there should be only minimum number of 
commitments either for reduction or for maintenance at existing levels of the duties 
on such commodities. 

As regards item 2, the Committee want to point out that India has made sub¬ 
stantial progress and every effort should be made to help her become as self-sufficient 
as possible. National security interests demand this. 

(b) In para. 1, page 6 of the Memorandum it is said that ‘Many’ of the 
countries with which negotiations took place at Geneva were dependent on imports 
of the kind of primary commodities of which India is a large supplier and it was to 
their own interests not to burden imports of such commodities with heavy duties. 
It was considered unnecessary, therefore, to ask directly for concessions in respect 
of such commodities from these countries, and to pay for these concessions. The 
Working Committee are of the view that this statement is not quite in unison with 
the first line of para. 18 which reads: “The following are the principal items of ex¬ 
port trade on which direct concessions have been secured : Jute and jute manufac¬ 
tures, cotton manufactures, cashewnuts, mica, shellac, coir mats and matting, sports 
goods, carpets, spices and condiments, essential oils and tea”. India has a monopoly 
in most of these goods and it is not clear to the Committee why concessions were 
asked by Government mainly on them. 

In the case of primary goods such as mica and shellac the foreign manufacturer 
would certainly like to get them cheaper from a monopoly country which would 
enable him to make his finished articles at a cheaper price and dump the same on the 
very country of origin of the primary products. Naturally this would discourage 
the setting up of indigenous industries for converting into finished goods the raw 
products in which we hold a monopoly. 

It may be pertinent to point out in this connection that the concessions received 
for our manufactured goods are not impressive. On the basis of figures for 1938-39, 
the value of trade covered by concessions on manufactured commodities amounts to 
Rs. 784 lacs (or 27-4% of the total) while that covered by concessions on primary 
commodities to Rs. 2,077 lacs (or 72-6% of the total). A reorientation of approach 
is necessary in view of the present urgent need for expansion of export trade in 
processed materials and manufactured goods. 

If sufficient research in India and propaganda abroad are made as to the va¬ 
rious uses of our products we can keep our markets expanding and be free from th» 
fear of substitutes springing up in other countries. It is this fear which prompt* 



■us to ask for concessions even where we hold virtual monopolies such as in jute 
manufactures, mica, shellac, tea and cashewnuts. 

'Question 101.—On a careful examination of these reciprocal concessions do you consider 
that the provisions of the General Agreements on Tariffs and Trade have 
been on balance, in the interest of India ? If not, to what extent do you 
think these provisions have been at fault from India’s point of view ? 

It is too early to express any opinion on this question as the time lag since the 
Agreement came into force is very short. Very little information is available on 
the subject, but it can be safely stated that even if the Agreement seemed to be on 
India’s advantage at the time it was arrived at, its continuation without any varia¬ 
tion under the present altered circumstances will not be advantageous to us. 

■Question 102.—Have you any comments to make on the actual working of the tariff con¬ 
cessions granted by India to other countries since July 1948 ? 

Question 103.—Have you any reason to think that the provisions of the General Agree¬ 
ment on Tariffs and Trade are not being worked by other contracting 
. countries in the spirit in which they were conceived 1 If so, please illus¬ 
trate your reply with examples drawn from your knowledge or experience. 

Please see reply to question 101. 

Question 101.—Other things being equal, would you or would you net favour the conti¬ 
nuance of tariffs concessions granted by India to other countries beyond 
January 1951 ? 

It is not clear what is exactly meant by ‘other things being equal’. If it is 
expected that the same conditions would prevail which existed when the agreements 
were made, it has to be pointed out that it is looking at things in the abstract. Some 
conditions seldom, if ever, prevail, more so in respect of countries walking away 
from the ‘road to serfdom’. Moreover the partition of the country has had its 
repercussions on th< foreign trade of the country. India is no more an exporter of 
raw jute and cotton but a net importer of them on a large scale. The areas where 
carpet and sports goods industries were mainly located have gone to Pakistan. India 
is no more in a position to enjoy the concessions in respect of these goods. In view 
-of the altered conditions the Working Committee stress that the Agreement will 
have to be altered. 


P. L. BADAMI, 

Bombay; Secretary. 

The 8th October 1949. 
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PART I 

Introduction 

Every industrialised and trading country, which has a considerable coastline 
of it3 ow.i, has recognised from time immemorial the importance of the shipping 
and shipbuilding industries in developing its national economy. Not only do 
these industries, developed to their full potential, help to facilitate the interna¬ 
tional division of labour ; they also provide a second line of national defence, 
which guarantees the security, integrity and independence of the nation. 
Foreign sea-borne trade is becoming more and more a dominant factor in the 
economic life and growth of every modern industrialised community. Nations get 
inter-linked daily more and more with one another ; and consequently become inter¬ 
dependent as well. For the more each produces itself the more it needs the wares 
of another ; and so requires all round trade which emphasizes the need for an ade¬ 
quate, efficient, economic transport service which a nationally owned shipping 
provides. And the basic industry of shipbuilding becomes important in propor¬ 
tion. 

In modern times, again, more than ever before, no country can defend its 
coasts, or retain its overseas trade, which has no navy of its own. And no navy can 
exist where there is not a good shipbuilding industry within the country to supply 
all kind 3 of auxiliary craft for the carriage of troops and stores, to provide hospital 
or ambulance services, to mine-sweeping, food-carrying, coast-guarding, and a hund¬ 
red other such functions. No shipbuilding industry of the modern type can flourish 
only on the specialised building of naval vessels. There must be a large, efficient, 
adequate, merchant shipping of the country’s own to provide occupation for the 
labour, capital and technical skill, knowledge and experience needed for this en¬ 
terprise. 

Transport—an Industry 

It must be, at the very outset, noted that Transport is not by itself productive 
of new wealth. It is only an adjunct or contributory in the process of production. 
It does not create new material wealth so as to add to the volume of the National 
Dividend. But it adds to the time and place value of the material wealth pro¬ 
duced ; and by the employment it offers to considerable number of workers, both 
skille 1 and unskilled, it helps to improve the standard of living, or the means of 
satisfying human wants. It is fully entitled to be called an Industry in the best 
sense of that term. 

Being a contributory factor, it increases the place value of the produce raised, 
facilitates division of labour and ther by gives an impetus to the increase of pro¬ 
duction, both quantitatively and qualitatively., If transport is unavailable or 
rudimentary, the producer will have to depend for the satisfaction of all his needs 
more or less on his own efforts. His labour or energy will be diffused over a number 
of facts, instead of being concentrated on one or a few items in which he may 
have special advantage. The aggregate result will he much smaller in value than 
if he had specialised. 

This is the foundation of the economic phenomenon called Division of Labour 
which is recognised as adding materially to the volume and variety of production. 
A good, efficient and economic Transport Service promotes the division of labour 
in space as between regions or countries. The old time economic system was 
necessarily based upon the ideal of local or village self-sufficiency, just because 
large-scale and rapid transport of the present day was unavailable. Production 
was almost entirely for use, and very little for exchange. Transport being limited 
either to human or animal energy, it was necessarily very slow and costly to carry 
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goods from place to place over long distances. The volume as well as the variety 
of production had needs to be very limited in consequence. 

As and when and where natural facilities for movement in hulk, like flowing- 
waters, or the power of the wind for driving ships along the coastal or distant seas 
were available, they were utilised for effecting transport of goods in large quantity. 
The volume of wealth exchange was comparatively greater for svch areas. Those, 
therefore, who could command such advantages were encouraged and able to pro¬ 
duce more or in greater variety than their own immediate needs required. The 
surplus or speciality they produced was bartered or exchanged for that portion- 
of their own demand which they could not meet from their own production. Com¬ 
merce grew out of these conditions of increasingly specialised production and as 
commerce grew it gave a further stimulus to new production. Transport iB thus 
an important ingredient in the growth and ramifications of modern commerce, 
both internal and foreign, and, through that, of the entire economic organisation 
and activity today. 

Because Transport makes this very important contribution to the economic 
system of our age, it has justly come to be regarded as amongst the leading Public 
Utilities, in which not only the Owner or Operator of the Service is concerned, but 
also the community as a whole is most deeply concerned, as by it its aggregate 
economy is profoundly affected. 

With the advent of modern mechanised forms of large-scale transport in hulk 
the possibility of one man or a few associates providing the entire service in all its 
forms by land or water or air, with all its equipment of vehicles, permanent way, 
traction power, and all the accessories of stations, sheds, hotels, refreshment rooms, 
ferries, etc., became almost impossible. The association of a large number of 
persons providing the necessary capital by shares in a joint stock concern is almost 
coeval, in point of time, with the advent of railway transportation, and steam 
navigation on rivers, canals and along coasts in such countries as France, Germany, 
United States or Britain. There, before the coming of the Railway, they had made 
very extensive use of these natural highways, the rivers, the net work of canals built 
-around them and the seas along their coasts or separating Continents. But even - 
with the introduction of these more economical, more rapid and much more centra- 
lised means of transport, the waste involved in un-co-ordinated overlapping service 
remained. A new, complex and formidable problem was created for those countries 
like ours, which being behind in the modem industrial race, had many of their 
essential industries, utilities or services developed for them by foreigners working 
entirely for profit to themselves. When the consciousness grew in such people 
of this invisible form of drain from their country, they sought to plug in every 
drain pipe. We shall review below the devices employed to prevent such drain, 
by each country to develop its own essential industries, services and utilities. Where 
the problem was still further complicated, as in India, by politics influencing 
economic factors, the problem was all the more difficult, if not insoluble. A re¬ 
view is accordingly given later on of the peculiar disabilities or handicaps of the 
Indian Transport Enterprise with special reference to coastal and overseas carrying 
trade in goods as well as passengers. 

All kinds of goods and all classes of passengers were sought to be carried by 
railways competing among themselves, by road and river and medley of rates was 
charged for the same. Competition in rates as well as in service amenities or com¬ 
fort provided by these grew. The distribution of all available traffic or allocation 
of appropriate lines to the most suitable form of the service to the particular busi¬ 
ness, was not even thought of. Those who had the governance of the countries 
concerned in their hands professed to believe that the best interests of the 
community, collectively, or of the national economy, would be served only by 
allowing free competition amongst all carriers, national and foreign. Accordingly, 
they regarded any interference in the business of the carrier to be an unwarranted, 
unnecessary and an uneconomical use of Governmental authority. 
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Economics of Water Transport 

Water transport is, and has always been an important adjunct of India : B 
national economy from time immemorial. Bulk carriage is unquestionably easier 
by water than by road. Wherever therefore produce was abundant, and trade 
between distant parts flourished on a large scale ; wherever considerable distances 
had to be covered by heavy load, water transport was naturally more economical, 
and therefore, preferred. In India, with a long coastline of over 3000 miles, and 
with her principal rivers flowing through hundreds of miles all the year round, 
with imperceptible gradients in fertile regions and flourishing industry; and with a 
very considerable trade with all the neighbouring continents, water , transport 
had developed and was utilised on a large scale from days before recorded history. 

The economics of Water Transport, both inland and across oceans, or along 
coasts, are too obvious to need detailed enumeration or specific analysis. Land 
transport by road is said to be relatively cheaper than Railways because the perma¬ 
nent way is much less costly than the corresponding item in rail transport. 
Whatever the cost, the road transport has not to bear it, since the road is provided 
and maintained at public expense. Reasons of national economy as well as 
strategy for defence have made this sy? tem universal and unexceptional. In the 
case of water transport, the permanent way is free of cost to anybody except in 
the case of rivers canalised for navigation where there is considerable initial cost 
to reckon with. Water, otherwise, is a gift of nature which needs very little out¬ 
lay, comparatively speaking, to he made serviceable for this vital ingredient in 
national development. 

Ports and Harbours are also, primarily, gifts of nature. Their improvement, 
expansion and adaptation to modern conditions involve, however, considerable 
investment of capital, which is reimbursed by levying Port Dues in a variety of ways. 
If and where material capital or human labour is invested in their development, 
making them more serviceable under changing condif ions that outlay is comparative¬ 
ly very small in view of the growing volume and value of modem sea-borne commerce. 
These arrangements, moreover, are made by the State or some public authority 
under it ; so that the initial cost does not fall on the carrier entering or leaving a 
port. Port dues are, indeed, not extinct like road tolls ; thanks, however, to in¬ 
ternal competition among ports in the same country, the incidence of this burden 
is relatively light. 

Natural advantages for inland water transport in India are even greater than 
might appear at first sight. Our rivers are, wherever they exist, perennial, not 
periodically frozen, like the Volga or the Vistula, the Danube or the Don. They 
require no costly icebreaking, mud-dredging, or fog-clearing equipment, to make 
them serviceable in certain months of the year. They flow through plains, 
needing very little of lifting equipment for traffic, like locks on rivers meandering 
through uneven country. Locks would add, no doubt, to their accessibility and 
use in certain areas ; but broadly speaking, they are not needed in most of the 
Indian rivers wherever they are navigable. 

Addition of arterial canals would improve the linear extent of the service. 
But, hitherto,—and particularly under the British regime,—Canals have been 
dug almost entirely for irrigation, wherein navigation found no place. Such of 
the great canals on the principal rivers of India, which are wide and deep and 
perennial enough to offer navigational facilities, have been constructed not pri¬ 
marily for navigation. Their lay-out, dimensions and use are consequently govern¬ 
ed by considerations other than commercial. The Indus was navigable for a thou¬ 
sand miles from its mouth before the Sukkur Barrage barred through carriage at 
Sukkur. It adds materially to the cost of transhipment on Indus in that Province, 
as compared to the parallel service of the railway. The Ganges admits boats of a 
thousand tons up to Allahabad. Calcutta is only a river port, a hundred miles 
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from the mouth of the Hooghly. But the landing and loading facilities at several 
convenient points along the Ganges leave much room for improvement if the trans¬ 
port service along this grand highway of commerce is to be properly developed. 
Even if all these facilities were developed to their maximum, the capital cost for 
making this form of transport as efficient as it well might be, might be com¬ 
paratively small. 

The cost of the vehicle, likewise, for water transport is, in proportion to the 
cargo or passengers carried per unit, comparatively small. The old time sailing 
vessel was bif.ilt for what we would now regard as small-scale business, though 
even that was large-scale, when compared to carriage by human porters or pack 
animals. Ships for deep rivers or ocean transport are now built in large unit sizes 
and are very costly. But in proportion to the quantity or numbers carried, the 
cost is small. Initial capital outlay, therefore, for this form of transport service is, 
compared to others, economic. Its only disadvantage is that it is fixed by Nature 
along given lines, and can be used only where the natural gift is in existence. Human 
ingenuity and effort can, no doubt, make canals, and join rivers as well as oceans, 
■e.g., by the Suez or the Panama Canals. But the scope for these is limited by the 
geography and available quantity of water in a river. If we desire to utilise this 
natural gift of the country to the fullest, we must devise all such expedients as 
would widen the use of this cheap means of bulk transport, both internal and over¬ 
seas, in the assurance that with all these outlays, the capital cost, mile for mile, 
and maund for maund of carriage, will be much smaller than on any alternative 
form of transport. 

Whatever its potentialities, in India tho Inland Water Transport had no fair 
trial, once the railway had come and begun competing with the natural facility 
of the river transport. The Railway is said, even in Britain, to have killed the 
canal; and we in India had perforce to follow the British model. In other European 
and American countries, however, even today the essential economy and advantages 
of inland water transport, carefully developed and scientifically interlinked by a 
network of canals, are by no means neglected. Tho Atlantic has been connected 
by canals in France with the Mediterranean, the Mediterranean with the Red Sea 
by the Suez Canal, and the North Sea is linked with the Black Sea by similar deve¬ 
lopments on the Rhine and the Danube and the yet more ambitious developments or 
projects of Soviet planners. 

The great arterial rivers of Northern and Eastern India offer easy and immense 
possibilities of development in tjsip direction. The Ganga with all her tributaries 
like the Jumna, Gomti, Gamdalk, Gogra, Sone, etc., will easily provide a very 
•economic grid system of water transport for the greater part of Northern India. 
It can be supplemented by a similar network on the Meghna and the Brahmaputra 
and lesser rivers of Bengal and Bihar, Orissa and Assam. Similarly, the Mahanadi 
and the Godavari, the Krishna and the Cauvery, not to speak of the Narmada, the 
Tapti and the Sabarmati on the West, have been neglected, their waterways silted 
up and blocked, their ports made unsailable, the mud and silt only cleared by the 
annual floods that do double damage in clearing away millions of tons of very 
valuable soil. The possibility of their being linked up with such rivers as the Sutlej 
or the Chambal is a problem in engineering which has been solved in other countries 
less happily situated than ours ; and there is no reason why we cannot solve it 
here. 

But the narrowly conceived operation of the railway transport authorities 
until today, because of the capital commitment of Government in that service, 
has killed these possibilities, which can only be revived if the National Planning 
A uthority, when appointed, realises the true role and ultimate possibilities of this 
great; endowment by Nature of our country. < Besides the free roadway provided 
by nature, the initial cost per unit of carrier on inland water is much smaller in 
initial equipment than on any other form of transportation. The wooden hulks 
of. old time could be easily built, and were built, out of the native forest, incidentally 
18 M. of Com, 
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providing employment for a wider range of skilled artisans and unskilled labour. 
The provision of these ships with all the equipment of sails and cordage anchors 
and cables, oars and masts, also came from indigenous sources which thus advant¬ 
aged the local economy in proportion. There was no need to pay a tribute to the 
foreign shipbuilders or boiler makers, as we have to do today, because the industrial 
background is not so highly developed as is necessary for an economic shipbuilding 
enterprise of the modem kind within the country itself. 

Again the sailing vessel had no cost on account of motive power' which in a 
steamship is a heavy item, whether coal or oil ; for the winds of nature, the tides 
of the sea or the current of the river carried the cargo and the passenger laden 
vessel. It made water carriage in heavy loads comparatively very easy and water, 
therefore, served as the principal means of transport wherever these facilities of 
nature were available. 

These are, however, no longer the normal conditions in shipping. Steam power 
has taken the place of wind driven sailing vessel. And though the maintenance 
cost of a modern steamship is greater than that of the wind-jammer, the increasing 
substitution of oil for coal leaves a much larger space for payload, as they call it in 
America. It makes considerable saving in labour cost too. Wage bill, ashore 
and afloat, has arisen ; but even so, given the much greater unit cargo than can be 
carried by water, the cost of maintenance and working may be deemed proportion¬ 
ately much less by water than by land in every form of transport. The economic 
and profitable management of shipping enterprise thus becomes a matter only of 
securing adequate cargo or passengers. 

The losses in shipping and risks of water carriage, common in the early days 
of long distance international shipping, are no longer worth reckoning on the debit 
side of the account. If such risks still continue, there are effective means of guard¬ 
ing or insuring against them. Erection and maintenance of lighthouses and life¬ 
boats, buoying of channels, and provision of suitable dock facilities or loading and 
unloading equipment are all liabilities of the State, which a modern country has to 
maintain for its own reasons. Sea transport today is much safer from the point 
of view of accidents ; and speed is no less, nor is regularity of service lacking 
compared to even mechanised road transport. The terminal costs of ports and 
storage tend to increase. But even these do not make water transport costlier 
per unit. 

Both inland and overseas water transport have thus possibilities which need 
to be carefully investigated. They must at the same time be co-ordinated with 
other available forms of transport to make a really complete, composite, adequate 
and effective as well as economic service. Under modern conditions, and with 
the latest developments in shipbuilding, both naval and commercial, India may 
appear to suffer from certain initial handicaps. But these are not difficult to re¬ 
move. In the olden days, the primary material of ships and their equipment for 
service was all available within the country. Barring iron and steel in limited 
quantities, all items of equipment needed for the construction of modern ships, such 
as the engine and the boiler as well as the mechanical and electrical equipments 
which serve these vessels, have all to be imported from abroad. Shipbuilding 
once a far-famed and flourishing industry of this country, has to be replanted 
in the land by artificial methods, if need be. We have equal possibilities of de¬ 
veloping an iron and steel industry, already founded on a modern scale, which 
may easily provide all these basic materials. And. the production of engines and 
parts, equipment, apparatus, or instruments is likewise an item in all-round plan¬ 
ning which cannot be ignored when the organised, purposeful, co-ordinated expan¬ 
sion of the- country comes to be achieved. 

The extent of ships and shipping business needed by India for her inland water¬ 
ways, for her coastal service, and for her overseas trade is impossible to state with 
any degree of accuracy. The Shipping Policy Committee of 1945 estimated that 
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two million tons of shipping would serve our present needs in the coastal and overseas 
trades, and their probable expansion in the next few years. Against this we 
have got barely 327,000 tons. Though, as already remarked, the advent of the 
railway and its competition has strangled the inland water carriage of goods or 
passengers, there is still enough evidence, under present conditions, of that 
ancient means of transport and communication having still its utility. It needs 
but a small dose of public support and encouragement ; it requires but a modest 
co-ordination of all available traffic of an, expanding economy, to resuscitate and 
reinforce this cheap, efficient, widely prevalent service. The little attention that is 
necessary for erecting or maintaining adequate dockside and wharfage facilities 
with modern mechanised equipment for loading and unloading, stowing and dis¬ 
charging cargo, would improve the innumerable inland ports of India, which once did 
a large volume of through trade to overseas countries, and which still have poten¬ 
tialities of resurrection to a considerable extent. 

The coastline of India stretches, even after Partition, to over 3,000 miles. 
The ports and harbours which once marked this long line, have been stifled or 
rendered useless, mainly by the competition of ‘block rates’ on the railways, and 
partly also by the exigencies of a foreign power ruling in the land for its own aggran¬ 
disement. In the Vijayanagar Empire of five hundred years ago, when it covered 
the whole of South India, there are reported to have been 84 principal ports, which 
today are hardly even names. Their sites are marked by silt and mud, their 
memory maintained by a few straggling fishing crafts lurking in their coves; then- 
potential marks unknown except to the antiquary or the enthusiast for local 
development against excessive centralisation, or concentration of the country’s 
economic energy, resources and outlet in a very few principal ports. 

Against the numerous ports or roadsteads which flourished a hundred years ago 
on the coasts of India, there are now six ports only which do more than 90 per cent 
of the country’s shipping business. Two of these between them take two-thirds 
of the total business available. There should be a more even distribution of busi¬ 
ness among the ports in an era of planned development. As the following statis¬ 
tics will show, the shipping that entered, and cleared, with cargo has passed the 
ten million ton mark in the Indian ports ; wldle the adjoining maritime states, which 
had all through our long stories past also developed an extensive sea-borne trade, 
must account for a similar proportion. 



Statement showing the number and tonnage of steam vessels which entered and cleared with cargoes in the foreign trade of India 

at ports in India during the fiscal years 1938-39 and 1948-49. 



Source i Accounts relating to the Sea-borne Trade & Navigation of India for the relative years. 

♦Under this head are presumably ineluded the countries for which separate figures are not given above for 1948-49. 
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National Factor in Transport 


The problem of transport economics is particularly complicated especially 
in respect of the more modren forms of Air and Water services by the admixture 
with national considerations, affecting national independence,‘integrity and security 
which no country can afford to overlook. An adequate air fleet and an equally 
sufficient mercantile marine play a very important part, nowadays, not only as 
auxiliaries to the fighting services proper, in air as well as on water ; they help even 
more considerably in keeping open communications and providing supplies. 

Because of the universal recognition and increasing significance of this role in 
modern systems of national defence, the State must do everything in its power to 
encourage and maintain these services, as well as their basic industries for manufac¬ 
turing the vehicles, their parts and accessories, their armament and equipment,, 
to see that the country is not left stranded in the hour of its need. Subsidies and 
bounties are granted by every modern community, which is anxious to preserve 
its national independence and integrity, for building and operating ships of all 
kinds and aircraft of every description to ensure a ready and easily accessible 
means for running auxiliary services and doing other duties assigned to such 
categories in times of war. 

The rationale of such special advantages to these services and industries is not 
far to seek. In times of peace, they may not find sufficiently remunerative employ¬ 
ment, because of their initially high cost of present-day construction, equipment,, 
maintenance and operation, to make it worth while for ordinary unaided private 
enterprise to keep up such services on a strictly competitive basis. Nor can it 
provide all the equipment needed to operate them regularly and efficiently on an 
exclusively commercial footing. To avoid this danger of likely indifference to 
such services and their basic industries in normal times, the State must provide all 
the necessary stimulus to such industries being started and services being run- It 
must give them all possible support to ensure their maintenance in effective trim 
so as to be capable of rendering the much needed vital service long before the hour 
of danger actually strikes. 

The presence of such subsidies and bounties, concessions and assistance, in a 
wide variety of forms and degrees, makes it impossible to consider the economics 
of these industries and services on a purely objective basis. Economics and politics 
always affect one another ; and they are indissolubly interlinked in the case of 
countries like ours which, for extraneous reasons, have been unable to develop to 
the necessary degree these industries and services,—owned, manned and controlled 
by their nationals,—and find themselves at a very heavy disadvantage, when they 
attain their independence and have to shoulder the responsibility for their own 
national defence and to maintain or uphold their national dignity in international 
relations. We, in this country, are confronted, in this sphere, not only with the 
problem of filling up a lacuna in a vital spot; but also of overcoming , counteracting 
or neutralising the might of the alien vested interests which had so long denied . us 
an adequate mercantile marine of our own. The following pages present a review 
of these factors as applied to India, as well as the change in the economi c background 
of the country during the last quarter of a century, which will explain the peculiar 
position of this country and the reaction on its national economy of the absence or 
under-development of such industries and services. 
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PART II 

Changes in the economic background since 1922 

A radical change has taken place in the economic situation and background of 
this country since the Indian Piscal Commission reported in 1922, and the basic 
fiscal policy was laid down in 1923 in accordance with a resolution passed by the 
Indian Legislative Assembly in that year. 

Not all these changes, however, may he credited to the policy of ‘Discriminating 
Protection’ to selected Indian industries, begun in 1923. , The logic of many events, 
and the force of many circumstances beyond the control of the Indian Government 
of that period, have resulted in these changes and developments, in which the half¬ 
hearted policy of Fiscal protection, or Governmental assistance to industries, played 
hut a minor role. Industries selected for protection or assistance were selected, 
not so much with a view to their essential importance in nation building or intensive 
Industrialisation of the country, or their vital necessity in our National Economy, 
as in accordance with certain predetermined conditions of economic advantage 
and promise of self-sufficiency, in course of time. This did not always, or primarily 
consider the real, long range needs of the country calculated to exploit and develop 
its resources and potentialities to the utmost degree as will be seen from the history 
and vicissitudes of the Shipping and Shipbuilding Industries in this country. 

The most outstanding changes that have taken place since are political rather 
than economic, though they vitally affect and condition the economic situation, 
background and prospects. We consider below some of the most important of 
these. 

(a) There is an aspect of World War II which needs stressing so far as the Ship¬ 
ping Industry is concerned. As is well known, during World War I, there were 
no effective controls on shipping, with the result that the industry was able to amass 
large reserves which later proved useful for replacement of ships. These condi¬ 
tions changed with World War II. With a knowledge of what had happened pre¬ 
viously and with a feeling that against joint enemies an all-out effort was required 
irrespective of its effect on post-war economy of the allied countries, the rates for 
requisitioned tonnage were kept so low by the allied Governments that not merely 
■did the shipowners have no adequate reserves for replacement, but they have 
not been able to have a post-war position at all comparable to that of the end of the 
World War I. 

(b) Though not directly connected with our national economy, World War 
II, while it lasted, made a very considerable change in this country’s economic posi¬ 
tion, and has left its legacy behind in a variety of shapes which also materially affect 
the country’s economy. The practical closing of India’s usual source of supplies 
for capital as well as consumer goods needed in Peace and War, and the increasing 
shortage of shipping space for such commodities as were available, compelled the 
then Government of India, negatively, to adopt a series of measures for the control 
and restriction of consumption, and positively, for the development of production 
within the country. Their aim was to meet the intensively expanding war needs 
and to supply normal peacetime requirements of the country after the War had 
ended. In the case of those industries which were thus forced into intensive develop¬ 
ment to meet war requirements, but which had no reasonable prospect of withstanding 
world competition once the War had ended. Government had promised assistance 
or protection if those industries of wartime creation or expansion had reasonable 
prospects of continuing. With the aid of such protection or assistance against 
such post-war competition as might develop under normal conditions of competitive 
commerce, many of these industries have continued in existence. They have applied 
to the Tariff Board, appointed in 1945-46 and reconstituted in 1947 with amplified 
terms of reference, which has recommended several industries for special assistance 
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or protection. The reaction of that policy, even though it was an ad hoc or short 
term system, cannot but affect the present situation and background very materially - 
Both the preceding factors and the effect of the policy of Fiscal Protection and assis¬ 
tance to industry, which had been pursued, however half-heartedly, in the 25 years 
preceding the Partition, resulted in the development of certain industries, which 
without such portection, would not have developed at all, or not developed to the 
optimum degree. 

(c) The Partition of the country has also affected radically the economic back¬ 
ground, the conditions in respect of production of primary as well as secondary 
commodities, its distribution within the country, and our trade both at home and 
overseas. 

The Partition has, in the first place, resulted in removing from the authority 
and jurisdiction of the Government of undivided India large tracts of territory 
which used to be productive of raw materials and foodstuffs, much in excess of the 
requirements of the population of those areas. In both essential requirements 
therefore, the Dominion of India has become dependent for a sizable share of its 
own requirements, upon imports from abroad. In the alternative, she is obliged 
to reduce her own consumption, or exports of such foodstuffs or raw materials which 
were formerly in excess compared to her own consuming or manufacturing needs. 
Figures are appended [See Appendix VI (a) and (b)] to show in what respects this 
has affected the industrial and trade position of the country, and of all those which 
minister to the general economic development of the country, such, for instance as 
the Transport Service. 

Fiscal Commission Report of 1922 with regard to Shipping 

The Fiscal Commission of 1921-22 does not appear to have examined the case 
of the Indian Shipping and Shipbuilding Industries. The only pregnant reference 
to Shipping occurs in paragraph No. 131 of their Report which we repoduce be¬ 
low:— 

Para. 131:—Lowering of Coastal Shipping Rates. —Somewhat parallel to the 
complaints about railway rates are the complaints which we have received about 
coastal shipping rates. The causes are different, but the results are stated to be the 
same, namely, that Indian goods are handicapped in transmission in comparison 
with goods from foreign countries. Rates have been quoted to us showing a great 
-disparity between the charges on goods conveyed between Indian and foreign 
countries. Such dispartities more than neutralise the natural protection which an 
industry might expect to receive in its own country by reason of the distance of 
foreign manufacturing centres. The cause of the high rates in the Indian coastal 
trade can, according to their critics, be summed up in the one world, ‘ monopoly’. 
It is suggested that the existing monopoly can best be met by the development of 
an Indian mercantile marine. As, in connection with the resolution moved by Sir 
Sivaswami Ayyar in the Legislative Assembly on the 12th January, 1922, the Go¬ 
vernment of India have accepted the necessity of a thorough enquiry into the 
measures needed for the encouragement of an Indian mercantile marine, 
it is unnecessary for us to do more than express our belief that a successful issue 
to this policy should have a favourable effect on coastal freight rates and assist 
industrial development. 

In response to the Resolution moved by Sir P. S. Sivaswamy Aiyar, and endor¬ 
sed by the Fiscal Commissions’ Report, the Government of India appointed in 1923 
the Indian Mercantile Marine Committee—the first landmark in the history of Indian 
Shipping after World War I. The circumstances leading up to its constitution, its 
terms of reference and its recommendations are given below: 

Recommendations of Indian Mercantile Marine Committee 

The Mercantile Marine Committee appointed in 1922-23 was expressly required 
to consider ways and means of building up a suitable mercantile marine for India. 
This Committee considered the various obstacles in the way of the development of 
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Indian enterprise in this field and also examined the several alternatives to get 
over this difficulty e.g., buying out the rival interests completely. It made recom¬ 
mendations, summarised below, for solving the problem, including a suggestion 
for starting shipbuilding yards within the country itself by State help, and buying 
in the meantime, the necessary ships, which would be owned and worked by In¬ 
dians. 

The Indian Mercantile Marine Committee 1923-24 was appointed to consider 
what measures could usefully be taken :— 

(1) for the liberal recruitment of Indians as Deck or Executive Officers and 
Engineers in the Royal Indian Marine ; 

(2) For the establishment of a Nautical College in Indian waters for the purpose 
of training Executive Officers and Engineers of ships ; 

(3) For ensuring the entertainment of Indian apprentices for training as such 
Officers and Engineers in the ships owned by shipping firms that enjoy any subsidy 
or other benefits from Government on any account and for the creation of an ade¬ 
quate number of State scholarships for providing instructions in the Nautical 
Colleges and Training Ships in England pending the formation of a Nautical College 
in India; 

(4) For the encouragement of shipbuilding and of the growth of an Indian 
Mercantile Marine by a system of bounties, subsidies and such other measures as 
have been adopted in Japan ; 

(5) For the acquisition of training ships by gift from the Imperial Government 
or otherwise ; and 

(6) For the construction of the necessary dockyards and engineering workshops 
in one or more ports. 

They recommended: 

I. Reservation of coasting trade, by a system of Licences issued on the following 
conditions:— 

(1) To no foreign ship except in so far as protected by treaty rights. 

(2) To any ship flying the British flag, provided that 

(a) It has been regularly engaged on the coasting trade during the preceding 

12 months and is not more than 25 years old ; 

( b ) The owner undertakes to take Indian apprentices and Indian executive 

Engineer Officers, on prescribed scales ; 

(c) The license shall continue only until the ship has reached the age of 25' 

years. 

(3) Any ship hereafter seeking to enter the coasting trade shall comply with; 
the following conditions : 

(a) The ownership and controlling interests shall be predominantly Indian, 

viz., 

(i) Resgistered in India ; 

(u) Owned and managed by an Individual Indian or by a Company regis- 
terted in India with rupee Capital, with a majority of Indians on its 
Directorate and a majority of its shares held by Indians ; 

(Hi) Some undertaking regarding Indian apprentices and Officers as in con¬ 
dition (26) above. 

(4) The licensing authority to have discretion to waive all or any of the con¬ 
ditions during period of stress and to issue permits to any ship flying the British; 
flag. 

(5) The licensing authority to have power to take such steps with the approval* 
of the Government of India, as may be considered advisable to deal with deferred 
rebates, rate wars, or any other conditions which act unduly as a restraint on trade.. 
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II. Purchase by Government of one of the existing British Lines operating on the- 
coast, and eventual transfer by sale to approved Indian owners. 

It is anticipated that purchase will be facilitated by the restrictions imposed' 
on the coasting trade by the licensing system. 

III. Bounties and other forms of State aid are not now recommended. But 
bounties may be considered subsequently for purely Indian shipping companies 
engaged in overseas trades. 

IV. Mail Subsidies : As a general principle, the most economical tender, having 
regard to regularity and speed, should be accepted. But if the licensing system 
is not adopted, mai^contracts in which the whole subsidy is paid by India should 
include a stipulation to take Indian apprentices on the scale recommended for the 
licensing system 

or Indian owned and Indian managed ships should be assisted by 

(1) bounties ; 

(2) mail contracts ; * 

(d) carriage of Government stores whether in the coasting or in overseas 
trade. 

Government action on these recommendations 

These recommendations, however, remained in the pigeon-holes of the Secre¬ 
tariat. No action was taken on any of them, except on that in regard to training 
establishment for deck Officers and Engine room staff. The Training ship 
“ Dufferin” was assigned and reconditioned for this purpose. The practical ex¬ 
perience, however, which personnel thus trained would require before becoming 
full-fledged Officers could only be got on the British-owned ships plying on the 
Indian coasts. But this the British shipowners refuseu to afford. 

The same attitude was adopted in respect of the Wireless Operators on board 
ships, who might receive any of the best theoretical training in their schools and 
colleges but who would not be entitled to serve as such personnel unless they would 
produce certificate of a given period’s experience on board a ship. The Bengal 
Pilot Service of the day followed the same policy of excluding and keeping out qua¬ 
lified Indians. 

The suggestions that Indian enterprise should buy from the existing British 
interests a part of the shipping they owned to enable the Indian enterprise to take 
their fair share was also considered. But the British owners demanded terms and 
conditions which would have made economic operation of the shipping thus obtained 
impossible. This would be all the more so if there were no method of reserving any 
portion of the carrying trade for Indian owned vessels, whether on the coasts of the 
country or on the high seas. 

Not the least of the handicaps for the Indian enterprise lay in the absence of 
sufficient trained technical personnel, both for serving as deck officers and commercial 
agents, as also for the engine room, and the wireless cabin and other technical ser¬ 
vices. Even if they built, bought, or chartered ships, they had not the staff to 
work them. The Mercantile Marine Committee had recommended that a training 
school for Deck and Engine-room staff be started at once to overcome this handicap. 
The first fruit of this recommendation was the establishment of the Training ship 
“ Dufferin” to train a suitable number, every year, of Indian cadets for taking their 
place as Officers in the Country’s mercantile marine. India has no lack of sea-faring 
population, accustomed from time immemorial in their relatively small wind-driven 
vessels, to trade across the Arabian Sea, the Indian Ocean and venture' even farther 
afield in the Pacific. But while Indian seamen continued in increasing numbers to 
man the British-owned larger, modern ships doing business along the coasts and 
across the seas as lascars, the officer class of the sailing ships, with technical knowledge 
and responsibility in navigation, was gradually weeded out of existence, owing to 
the replacement of sail by steam and the indifference of the Government of India and- 
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tht> British shipping companies to the interests of the Indian sea-faring classes ; and 
his place was taken by the corresponding British personnel on British vessels. Unless 
the superior personnel for running and navigating ships, safely, economically and 
efficiently, were available from the children of the soil, the mere owning of a fleet, 
however large, would not suffice to meet the country’s needs in connection with a 
national mercantile marine. 

The cadet ship ‘' Dufferin.’ ’ soon proved popular ; but the men turned out by the 
specialised institution as and when they came out, had to be employed ; the only 
considerable source of such employment was in the British-owned vessels ; and those 
owners refused to consider Indian, qualified candidates for their service. It was 
a legitimate demand that those who took such a large share in the country’s coastal 
. and overseas carrying trade, its mails, stores and troops carriage on Govern¬ 
ment account should give preference to trained and qualified Indian personnel 
on their ships as they became available. Nevertheless they refused to co-operate 
and persisted in doing so. / The Indian enterprise welcomed such Indian talent 
newly trained, but its capacity to offer employment was limited, though the terms 
on which it was offered were by no means uncomparable. 

This serious handicap, however, has not yet been fully obviated, even after the 
establishment of the Training ship for deck officers. A school for Marine Engin¬ 
eering has also made its appearance. Facilities were also attempted to be secured 
for Indian aspirants for a more specialised training in the more advanced shipbuilding 
countries during the last war ; but not with any striking success. 

A beginning has at last been made for a large-scale shipbuilding industry of the 
modern type within the country itself. The Indian concern mentioned above, 
when it started business had ships built in Britian for the various lines it entered, 
including the pilgrim service to Hedjaz. The moment, however, it entered any 
new trade, it was faced with the most determined competition, and the threat of a 
Rate War. It bought more ships, and chartered others. But still it could not 
cope with all the trade that came to it in spite of British obstruction- They had, 
therefore, to insist, time and again, upon an adequate modern shipbuilding industry 
within the country. Despite, however, the serious emergency of the War, the 
Government of the day failed to realise the gravity of the situation. The demand 
for technically trained personnel for war-time service, ashore and afloat, led to 
further depletion of the Indian reserve of such officers. The scarcity in trained 
personnel, therefore, remains unrelieved., and the growth of the Indian enterprise 
in the shipping world is inevitably impeded because of this handicap. 

■Shipping Services and Development during Interwar Period, of (a) Agriculture and 

, (b) Industries. 

Shipping as an industry and service is closely allied to the production, both 
agricultural and industrial, of the nation- Unless there is production extra to 
requirements or there is lack of production there can be no transport. If there 
be only self-sufficiency and self-sufficiency be the goal of a nation, that nation 
would not be able to enter the international trade, and in the circumstances there 
would be no necessity for shipping services either coastal or international 
*Before proceeding further it would,, therefore, be in the nature of things to ex¬ 
amine the agricultural and industrial production of the Union of India. 

(a) Agriculture : 

So far as agriculture is concerned, the loss to the Indian Union of considerabh 
agricultural areas by the partition of the country has necessarily affected the vo 
Hume of agricultural production in all the principal commodities both of food suppliei 
and raw materials in the country. 

* India has always had a formidable volume of exports aud imports and the history of 
4he trade is summarised in the two tables, vide Appendices I &H. 
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The figures in Appendices III & IV indicate the loss of the area, and conse¬ 
quent decline in the production, which speak for themselves. 

Another factor which may also be noticed as regards agricultural production 
at the present time is shown, by the set of figures in Appendix V which gives the 
yield per acre of the principal agricultural commodities. In almost every instance, 
■except perhaps sugar and jute, the yield has declined. 

The figures are, it is true, not the latest that may be available, but they are 
sufficiently eloquent as regards the general trend. 

This is independent of the Partition, or the legacy of the war. The transfer 
of power ought to have led to some improvement, rather than worsening of the 
situation, especially in view of the intense pressure from official and authoritative 
sources on account of the so-called “ Grow More Food Campaign”. Under the 
stress of war-time necessity, Britain attained, a 75 per cent increase in her Agricul¬ 
tural production ; but in, India the efforts did not show any perceptible improvement 
because of the war demand, or even after the War. 

The projects now in ha nd of large-scale irrigation works, for utilising the principal 
rivers and, with the aid of their waters, reclaiming large tracts of land for resettle¬ 
ment, are calculated to guarantee adequate and regular supply of water, which 
is now one of the most severe handicaps of Indian Agriculture. It would also help 
to reclaim waste land and bringing it under the plough on an equally large-scale. 
This will add more than proportionately to the yield from land especially if intensive 
and large-scale cultivation is adopted. Production can also be increased by such 
aids as artificial fertilizers. All these would go a long way to make up the deficit 
that has been forced upon India by the partition of the country and loss of the 
area. 

It must be added., however, at the same time, that many of these large-scale 
River Training and Irrigation multi-purpose projects will take years to complete, 
in any case not less than a decade. Upon their completion the deficit now noticed 
may not continue adversely affecting the volume of agricultural production in the 
country. But if, at the same time, population goes on growing steadily at the rate 
noticed in the last two or three censuses, the expected consequence of improving and 
diffusing economic prosperity.equally throughout the land by means of trade, both 
internal and overseas, may not be realised to the same extent. The problem of 
properly ordering a country’s national economy is a most complex and many-sided 
question, which cannot be solved by tackling or emphasising only one side of the 
matter. Unless a carefully thought out, mutually co-odinate and scientifically 
integrated system is adopted to ensure an all-round ordered growth and develop¬ 
ment, we would be no nearer a real solution of our multifarious problems of national 
economy. 

If the situation is, therefore, to be remedied radically, a comprehensive policy, 
not only of agricultural improvement by the measures mentioned above and others 
bf an analogous nature should be adopted to secure the preservation of the soil and 
its increasing productivity ; but also a more economic and efficient organisation 
of agricultural industry should be given effect to, so as to make the labour and capital 
engaged therein much more productive per unit than is the case today. The mere 
increase in the volume or variety of the produce is not enough ; we must have its 
proper distribution so that all classes of the people share equitably in the increased 
production. And this can only be achieved by providing adequately and simultan¬ 
eously all the necessary adjuncts, accessories, or incidental services, and amenities, 
ike Transport, Finance or Marketing. 

The trade in agricultural commodities has radically changed in the last few 
fears. India has become a very large importer of foodstuffs, and even raw materials 
>f industry in place of being exporter of the same as she was accustomed to do at 
he time the first Fiscal Commission reported. 
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As regards foodgraitis the failure of the Government to utilise the import of 
same, which amounted to as much as 27 lakhs of tons in the year 1948, to develop 
national shipping, cannot be denied, as a part of it at least would have provided 
adequate cargo for vessels running both ways. A cargo vessel of 8,000 tons doing 
three round voyages from America to India will carry about 25,000 tons in a 
year. For the grain trade alone of these dimensions, 100 vessels—about 8,00,000 
tom—may be needed. 

Of course, to maintain a line, return cargo would be necessary. But at least 
a certain number of national ships could have been introduced in the trades concerned, 
as has since been done in the carriage of Australian grain and American locomotives. 
Even now during the period ahead, arrangements could be made regarding such 
co-ordination. Hence, in this connection the question of an Indian Shipping Service 
between India and the South American countries should be considered. 

(b) Industries: 

So far as Industries are concerned, with the changes in the background already 
mentioned, the pace of industrial progress has necessarily slowed down. The 
war gave a fillip by the adventitious protection to local industry because of the 
cutting off of foreign competition, which, however, did not last long after the war 
and its temporary stimulus had ended. The demand for capital or consumer goods, 
which had perforce to be kept down while the war lasted, still remains in the back¬ 
ground ;and would otherwise maintain Indian Industries at a fairly high level if other 
factors had not entered to prevent this consummation. 

There are several new impediments which obstruct our industrial growth today. 
Lack of raw materials produced at home in sufficient quantity and quality and 
the difficulty of obtaining them from foreign sources of such supplies, thanks to the 
prevailing Exchange shortage, make the continued progress and expansion of India’s 
industry very slow. The shortage, moreover, of foodstuffs, and the hardship that the 
working population has to bear in consequence, equally affects in the same direction 
the progress and development of indigenous industry. The resort to black-market¬ 
ing for procurement of necessary supplies by the working population cannot but 
react upon their working capacity, their time and energy ; and those inevitably 
tell upon their output. 

The decline or depreciation of the mechanical equipment due to the lack of 
adequate repair, replacement or renovation during war time of plant, machinery 
and accessories, and the difficulty of procuring new machinery, tools or equipment 
owing to reasons noted above, also prejudice in a substantial degree the output 
from industry and the rate of its development. 

The reduction in the market due to the Partition of the country and the loss 
of the Pakistan market for India’s industrial output, also operate in the same 
direction. The measurement of such factors in concrete terms is difficult ; hut 
their presence and operation cannot be denied. 

So far as can be judged at present, these trends are not merely passing factors. 
They are likely to affect our industrial expansion and development for such time 
as India makes up, from her own resources, the required quantum and quality, 
of raw materials, and is at the same time able, from a progressive expansion, to 
meet her own local demand. 

In the latter case, it is possible to obtain overseas markets, not only in oui 
immediate neighbouring countries, like Burma, Ceylon or Pakistan which are com- 
paratively backward in modern industry , but also further afield in the East and 
in the West, in Indonesia and Arabia, as well as in Thailand and Africa. The need 
for a mercantile marine to develop such markets cannot be overstressed. In thesjr 
countries, for years to come the industrial output may be comparatively insufficient 
or local needs ; and so India’s output may find profitable market in these region* 
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But this development would necessarily take time, as also the first named factor 
of suitable and sufficient raw material supply at home. The rate of growth and 
■expansion, therefore, upto the point of making up this time lag, must needs be slow, 
and the process of making our industries return to their normal level of output and 
efficiency must be likewise slow. 

The need for re-organisation and re-orientation of trade is all the greater for 
India, as, notwithstanding her size, her population and resources, she is unable, 
and will remain so for some years to come, to meet even all her own essential re¬ 
quirements. In some industries, however, which she may take steps to develop 
intensively, she may quite possibly produce more than she can consume herself ; 
and would then be in a position to help supply other markets which at present are 
inaccessible to her. For carrying this trade, an adequate efficient and economic 
shipping is necessary. India lacks very badly in this inseparable adjunct of her 
national economy ; and hence the stress laid in these pages on that development. 

With regard to the development of our industries, we must not lay any emphasis 
on the possibility of our working up all available and potential raw material to 
supply our own market within our own frontiers. Not only may we not be able 
economically to achieve this objective in every particular, but we must also face 
the fact of growing modern international dependence and mutual obligations which 
would be incompatible with such an ideal being rigorously pursued by such a 
country as ours. The new aim of securing the greatest possible degree of economic 
co-oporation between nations demands that each country should keep its prog- 
gramme of local development within reasonable limits, and without being incom¬ 
patible with its neighbours and customers. Scientific advancement, new discover¬ 
ies and new inventions render inherited skill and traditional enterprise in particular 
fields obsolete. New processes, new machines, new equipment substituting for old 
methods and devices often render once very profitable enterprises utterly onerous and 
unremunerative. Even the primary sources of production, namely, agriculture, 
is nowadays exposed more and more to the threat of substitutes being produced 
by scientific means. Synthetic rubber for real caoutchouc, oil from coal, beet sugar, 
rayon silk, and even some new fibre, which would take the place of jute, are actual 
or potential examples. Industry, moreover, tends to be more and more interde¬ 
pendent, so that the finished product of one industry becomes the raw material 
of another. These necessitate an ever widening division of labour which makes 
the several countries of the world integral parts of one world economy. The latest 
example of this kind may be found in the ilmenite sands of Travancore, which, 
until now, used to be exported in the original condition as raw material for being 
worked up abroad. By a recent agreement, however, with American industrialists, 
the ilmenite and other sands are processed here and exported for final utilisation 
in the paint industry in the United States. 

There are two standards of measuring such development, namely — 

(I) The possibility of working up, within the country itself, of all its available 
and potential produceable raw materials whether sufficient or surplus 
for own market as regards the commodities manufactured out of 
such materials. It must be remembered, however, that any such 
demand is progressively expanding with the growth of Industry and 
better diffusion of prosperity. Demand cannot, therefore, be taken 
to be rigid and fixed for all time : nor can supply through industry 
systematically protected and actively developed always remain static. 
This objective must, therefore, be construed, even if adopted, as the 
guiding principle of the National Fiscal Policy and be taken to be 
! elastic in a certain degree. 

( ii ) Alternatively, the aim of such policy may be tie development of industry 
at least to the point where the entire local demand is satisfied by the 
home production; making allowance for its progressive expansion. 
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and increasing purchasing power of the consumer. This sounds a 
more reasonable goal ; but even here, there is room for elasticity in 
interpretation. 

It must not be forgotten, however, that besides these two objectives, there is 
the consideration of providing sufficient volume of trade, both import and export 
or cargo so as to maintain a reasonable volume and variety of shipping for the 
country concerned. The imports and exports represent the deficits or surplus pro¬ 
duction of the country, which must lead to international trade, however insistent 
the country’s policy may be in regard to self-sufficiency. It is such trade which 
would inevitably develop also the country’s shipping. ( See App. VIII). 

Cottage industries suitable for export trade ' i 

In dealing with the overseas trade of a country, we should not confine ourselves 
merely to big industries. Those small-scale or cottage industries which specialize 
in artistic production or skilled craftsmanship and which may be more or less uni¬ 
que in this country would also be best suited for providing an export surplus. Thus 
carpet making and all analogous articles, carved work in wood and ivory of all kind, 
shawls and embroideries, even now command a good market in foreign countries. 
The producer needs to be organised properly and his work needs to be standardised 
so as to admit of clear cataloguing, definite quotations, and regular supply of re¬ 
quired quality. The artist is in all countries, and has been all through the ages, 
not a businessman ; and so, if in this commercial age, this great handicap or defi¬ 
ciency is to be effectively remedied, the State would have to come to the assistance 
of such producers to enable their creations to find a profitable market, if not at home, 
at least abroad in those countries which have learnt to value such products. 

Place of Cottage Industries in the. foreign trade 

The small-scale industry would, on the basis given above, be primarily used to 
supply the balance of domestic needs not supplied by large-scale industry. Only in 
the case of some special artistic production or craftsmanship, which makes the product 
somewhat unique would it command any portion of the export market. In the 
latter case, trade agreements may secure, where possible, preferential treatment 
for such products being, in a manner of speaking, non-competitive and a speciality 
of this country. The small-scale producer is er hypothesi poor in capital and credit 
resources ; he is weak and unorganised in as much as he is an individual worker, 
scattered all over the land, and working without any expert aid to study market 
possibilities, make proper advertisement of his wares, and maintain standard quality 
to meet the various needs of the several markets he caters for. He may have here¬ 
ditary or acquired skill and craftsmanship of a very high order. But in the comm¬ 
ercial age in which we are living, unless he can advertise his wares properly; maintain 
catalogues and contacts with both domestic and foreign consumers he would not be 
-in a position effectively to hold his own against the large-scale producer. It is, 
therefore, necessary that some kind of preferential treatment be given to him by 
Government so that he may be able to maintain his ground, and carry on his craft 
on a little better than starvation wages. 

Special steps may be needed to safeguard such special craftmanship or artistic 
creations. Preference may be shown to such industry by way of securing adequate 
and suitable raw material, either within the country or obtaining it from outside 
to enable the highest quality of such ware being produced. Financial assistance 
or credit facilities given to them should not be treated as in any way coming in 
the way of freedom of trade, if that be the objective of any such trade treaties. 

Within the country, the products of these industries are likely to find their 
greatest demand. At the present time, they meet only the gap in local produc¬ 
tion. This deficiency may continue for some years before large-scale industry 
is able to meet the entire local demand even in the most advanced industries. But 
apart from this, some of these industries may deserve to be protected and main- 
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tained for their own sake for the craftsmanship and beauty of their products, whieb> 
cannot be appreciated or survive in a regime of absolute free competition. Almost 
every protective duty has taken the shape of import duty, generally on the finished 
goods, but sometimes also on the raw material, such as cotton. The former is 
automatically protective and the later guarantees a source of supply of the quality 
required by the smaller producer. A worker, particularly excelling in quality of 
product, must have material of the quality and in the quantity he is accustomed to 
work with if he is to do justice to himself and to his customer. Even then he has his 
own handicaps and difficulties with regard to competitions from the larger producer, 
both at home and abroad. But he may be enabled to stand that competition if 
State assistance is provided to him in some such form including a guaranteed demand 
for his output. For this purpose it is of the utmost importance that the cottage 
industry should be properly organised districtwise or province-wise. That would 
help to encourage specialisation, standardisation and maintenance of quality 
which would counterbalance the other disadvantages of the cottage worker. 

If a policy is adopted deliberately to keep alive, encourage and support small 
industry, in cases where there are also competing large industries, protection to 
all of them by way of import duties would perhaps not suffice to secure them reason¬ 
able living conditions. Other measures like a proper supply of the necessary raw 
material, better organisation and credit facilities, and appropriate marketing arran¬ 
gements would be needed. These are matters of domestic arrangement, in which 
foreign trade treaties would not be materially affected. Besides, there are certain 
cottage industries like carpet making etc. which can be produced in abundant 
quantities for export trade, and a favourable freight rate can do much to encourage 
their development. 

Country Craft 

Analogous to the place of cottage industries in the industrial sphere is the place 
of country craft in the sphere of sea transport. This form of transport is essential 
? or relieving the pressure on steamships and also to serve many ports which cannot 
be reached by steamers. The transport of agricultural produce between smaller 
ports is mostly done by means of country craft. 

In the case of the shipping industry, we may well consider the sailing vessel 
>r the country craft of today as corresponding to the small-scale industry in regard 
'O manufacturing industries as a whole. All the characteristics of large-scale industry 
ire to be found in the steam or motor vessel. It is usually fairly large in capacity 
vith rapid operation and employing a large number of hired labour. It plies over 
ong distances, carries cargo in bulk, and is, therefore, able to afford economies 
omparable to the large-scale manufacturing industry. On the other hand, the 
ailing vessel is usually small in size, hardly exceeding, perhaps, 50 or 100 tons, 
enerally plies along the coast, carries a small quantity of relatively cheap com- 
lodities, is motived by the natural force of wind, and worked by the labour of 
ne or two families specialising in sea-faring provinces. The capital needed’ for 
quipment and operation is also comparatively very small, and the problems 
f maintenances and those arising out of the terminal facilities, labour needs, etc. 
re all of the same genus as those in connection with cottage industry. In times 
f emergency like a World War, it has given the same service as the cottage industry, 

> supplement production of such commodities as are impossible to be produced 
ithin the country in the quantity required, either because of the absence of the 
ecessary capital equipment, renewal or replacement of machinery and analogous 
etors, or because of the sheer absence of raw material, technical skill and other 
ich pre-requisites. 1 

Under such circumstances the sailing vessel helps even better than the cottage 
dustry in supplementing the country’s mercantile marine, and continuing 
e carrying trade of the country economically, expeditiously, and in the quan- 
>tes required. This helps to maintain the equilibrium that would otherwi &- 
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'be wholly shattered. The Report of the Sailing Vessels Committee, appointed 
by the Government of India in 1948-49, takes the same view. 

It will accordingly be necessary to maintain this supplement or adjunct to 
the power-driven mercantile fleet, both for normal peace-time and for war-time 
needs. £| 


Statement showing Tonnage of cargo of all descriptions exported by Sailing Vessels 
f Country Craft) during the following years thorugh the following ports. 



1944 

-45 

1945-46 1 

194 

6-47 

1947 

-48 

Serial Ports 

No. 

No. of 
Craft 

Total 
Quantity 
j in Tons 

No. of 
Craft 

Total 1 

Quantity 
in Tons 

No. of 
Craft 

Total 
Quantity 
in Tons 

No. of 
Craft 

' Total 
Quantity 
in Tons 

1. Bombay 

Not 

available. 

25,819 

6,74,084 

22,970 

5,99,648 

20,043 

5,33,401 

2. Minor ports in Bombay 
Presidency . 

27,257 

5,89,736 

26,267 

5,05,59 5 

24,826 

5,07,100 

22,327 

4,23,607 

3. Saurashtra Ports . 

8,006 

1,65,298 

7,805 

2,00,088 

7,7'9 

1,34,550 ■ 

7,999 

1,74,696 

4. Ports in Madras Presi¬ 
dency 

8,649 

5,03,788 

7,547 

4,17,266 

5,347 

2,78,270 

6,258 

3,46,205 

6. Sind, K.onkan <fe Mormu- 
gao .... 

7,212 

2,49,951 

9,711 

3,53,337 

8,182 

2,90,467 

6,854 

.',49,599 

6. Cochin . 

1,419 

32,940 

1,110 

78,083 

454 

14,090 

593 1 

8,734 

7. Kandla (Butch) . 

536 

4,078 

517 

8,250 

526 

1,618 | 

774 

10,054 

8. Bareda State 

3,224 

29,530 

3,154 

33,397 

3,339 

43,113 

3,388 

48,560 

9. Travanc^re . 

447 

25,902 

376 

30,802 

137 

420 ! 

105 

544 

Total 

56,780 

16,01,223 

82,306 

22,51,902 

73,650 

18,69,282 

68,341 | 

17,95,40< 


Statement showing Tonnage of cargo of all descriptions imported by Sailing Vesse 
(Country Craft) during the following years through the following ports. 


U2 

CD 

J2. 

1944-45 1 

1945-46 

1946-4 

7 

1347-48 


' Ports 

No. of 
Craft. 

Total 
Quantity 
in Tons. 

No. of 
Craft. 

Total 

Q uantity 
in Tons. 

No. of 
Craft. 

Total 

Q uantity 
in Tons. 

No. of 
Craft. 

Total 

Q uantity 
in Tons 

1. Bombay 

Not 

available 

41,982 

8,36,381 

35,888 

7,08,436 

35,779 

6,52,13$ 

2. Minor ports in Bombay 
Presidency . 

24,278 

2,71,839 

23,674 

2,7?,639 

23,604 

2,80,332 

23,063 

2,86,97 

3. Saarashtra Ports . 

7,622 

2,03,868 

7,462 

2,00,718 

7,903 

2,54,096 

7,639 

2,76,4: 

4 . Ports in Madras Presi¬ 
dency .... 

6,432 

3,67,639 

5,981 

3,45,389 

3,988 

2,14,969 

4 556 

2,54,51 

5. Sind, Konkan and Mor- 
mugao 

4,214 

1,46,737 

7,386 

2,72.279 

7,021 

2,47,805 

5,265 

1,92,77 

6. Cochin .... 

1,449 

77,329 

1,110 

56,231 

454 

22,372 

59 3 

20,1? 

7. Kandla (Kutch) 

526 

9,105 

506 

6,861 

533 

9,876 

812 

13,07 

8. Baroda State 

2,378 

24,049 

2,207 

19,143 

2,125 

16,546 

2,187 

17,4' 

9. Travaneore . 

447 

26,359 

376 

8,329 

137 

4,196 

105 

3,31 

Total 

47,346 

11,26,925 

90,684 

20,22,970 

81,6 53 

17,58 ;628 

79,999 

17,16,0 
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Difficulties of Indian enterprise in water transport 

Having examined the growth of both large and small-scale industries from the 
angle of export market during the last few years, let us consider the economics of 
the most suitable form of transport to carry this trade. 

The great economy of water transports, in large ve33els, with bulk carriage of 
goods over long distances, has already been explained and emphasised above 
and so need not be repeated at this stage. Its contribution to the development 
and expansion of local industry, agriculture and other forms of production; its 
service in the cause of international co-operation, and increased employment require 
no demonstration. Nor need we repeat what has already been stated—'the immense 
volume of wealth of this country, aggregating over Rs. 60 crores most of which is 
being every year invisibly drained away because the bulk of her own overseas trade 
13 carried in non-Indian bottoms. This wealth, retained in the country, could 
provide not only employment for large numbers if a corresponding merchant 
fleet was built up aud maintained by the country itself, but also aid at the same 
time very effectively indigenous industry which today is badly needed. 

At the time, however, that the consciousness of this need of the country’s 
economy began to dawn upon her leaders, the domination of Britiain in the gover¬ 
nance of India was absolute and unquestioned. That domination operated in the 
economic field to support, maintain and advance British interests,, which had prac¬ 
tically acquired a monopoly of the carrying trade bet ween India and all her cus¬ 
tomers, whether within the Empire or outside. Indian enterprise, such as it had 
been was either relegated to the small, uneconomic, sailing vessels plying on the 
coasts; or driven out by ruthless competition from any share of the carrying trade 
of the country. 

With the outbreak of World War I, the British Government in India realis 
•thanks to the German submarine, the need for some sort of supplement to British 
shipping doing business along the Indian coasts, as well as overseas, which may be 
owned and worked by Indians, in subordinate co-operation and dutiful alliance 
with the British. The heavy casualties in British shipping due to German sub¬ 
marine warfare depleted British shipping suffered losses, -.the need for supplies 
being sent to or received from India, and the means to transport them, grew more 
and more acute. British Possessions in India and farther East were also endan¬ 
gered for want of contact and communications. Official attitude, therefore, began 
gradually to change towards Indian efforts for building up a necessary, adequate, and 
efficient shipping and a corresponding shipbuilding industry, owned, manned and 
controlled by Indians. 

Indian leaders also realised this from their own nationalist angle. Soon after 
the close of World War I and thanks to the growing realisation of economic exploit¬ 
ation which was then dawning upon the Indian pnblic imagination, the first large- 
scale venture was begun in the shape of The Scindia Steam Navigation Company 
Ltd. This venture was found to take a fair share in the coastal trade of the country, 
and thereafter in the overseas trade. It began with the purchase of a single steamer 
which had served as a hospital ship during the war, and which was intended to be 
reconditioned for passenger service between Bombay and London. It was soon 
discovered, however, that the enterprise would in no way commend itself to the 
vested British interests; that the sympathies of the then Government of India 
were wholly with the British; that the latter had perfected a whole arsenal of com¬ 
petition devices, which could drive to despair and out of existence any foolhardy 
competitor ; that they would not hesitate to use any or all of these devices to retain 
their monopoly ; and that in all that they did or refrained from doing, they would 
have the support of the Government of India and of the British Government as well. 

The newcomers in the field were strangers to the venture. They had neither 
knowledge nor experience of running a modern shipping business. They had no 

18 M. of Com. 
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custom or connection, which ^d aU to be bu H th had no vessels of their 
opposition and active hostility • they m Jt build or charter the 

own ; and if they meant to runashipping yar d, or e ven a decent 

necessary tonnage. The coun y . n 0 wireless operators, no trained- 

ship-repair shop. There were 110 tW Sted in their finding that the re- 
navigators or experienced officers. , aged cogt them ten times the time they 
conditioning of the ship they :hiad p or fi f teen times the money they were- 

had been advised it would take, and t . , or t - nTia i or acc idental, it all showed 

a g b j»r:S to “o 

~ " th ttem in ,he 

resolve to wrest the foreigner’s monopoly m the Indian seas. 

Recent experience of Indian steamship concerns 

The promoters soon learnt that , single 

worth the name in the countJS' t'“xSTcompany! therefore, deckled to purchase 
it be economic to operate at all. ine ^ om P WnTone and in course of time,, 

a fleet of its own from the surplus tonnage a '“ ndi t w jthin the country 

the jealousy of British monopolistic, 
vested interests in this country. , • 

The monopoly had been bulk]' ta^W>n,Lt 

penalty for any large shipper to pay for satisfying his nationalist sentiment 

The Indian merchants, who shipped their goods by the vessels of the foreign 

The fight then going on on an increasingly intensive scale m the political field was 
reproduced in the economic field on a variety of fronts not the least important of 

which was this shipping front. 

The grave handicap, disability, or weakness in India’s national economy, due 
to the absence of an adequate mercantile marine of herown was first made manifest 
in World War I. It directly led to the more farsighted and constructive of the 
Indian entrepreneurs starting this business on at all a comparable scale. It was 
more than amply demonstrated to be badly needed m the course of World War II. 
The presence and opposition of the non-Indian vested interests, which had acquired, 
by all kinds of means, fair or foul, a practical monopoly of the carrying trade of this 
country both along its coasts and overseas, and which did not hesitate to adopt 
every means, legitimate or otherwise, to crush out of existence any rival Indian 
enterprise tbe moment it appeared on the scene, made it impossible for this indi- 
eenous enterprise and industry to succeed and develop at all in proportion to the 
requirements of the country’s local production and exchange of commodities as 
well as coastal and foreign t -ad* 

As in the cay? of if c f ter modern, mechanised, large-scale industry, modem- 
type shipping was a new, unfamiliar, infant industry which had all the handicaps 
of such venture in India under the British regime. Added to this initial handicap 
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was the ruthless competition and relentless opposition of the most powerful and 
well backed British shipping interests, represented by the British India and the 
-Peninsular and Oriental Steam Navigation Companies. The former functioned 
mainly in India’s coastal trade, while the latter in conjunction with other non- 
Indian Companies practically monopolised the overseas business of carrying both 
goods and passengers. 

The moment, however, an Indian-owned and Indian-managed enterprise of 
comparable scale and competing ability made its debut, the foreign monopolist 
took alarm, and adopted every means to drive the former out of business. To 
give an example of the kind of competition non-Indian enterprise indulged in against 
the indigenous “infant” coming to compete. The prevailing freight in the Rangoon- 
Bombay rice trade was Rs. 18 per ton. The moment, however, the Indian concern 
had berthed its first vessel in Rangoon, the non-Indian concern reduced the freight 
to Rs. 12 and went on reducing progretsively till in a few months it touched Rs. 6 
per ton, thus involving the new Indian oncern in unbearable initial losses. 

Such a loss on a wholly new concern could not but drive it to despair. With 
a view to crush out of existence the nascent Indian venture, and with the help of 
all its huge reserves of 50 years’ monopoly profits, as well as large trade connections 
even beyond the shores of India, the profits of which could be diverted to offset the 
Indian business losses for a while, the non-Indian enterprise offered a fierce compe¬ 
tition so that a new lease could thereby be given to its monopoly for another genera¬ 
tion. The Indian venture had to build up its fleet, its technical experiew* and 
business connections in all of which the foreign enterprise was rich beyond cesapare. 
Its only assets were the courage and determination of its promoters annd directors; 
the patriotic fervour of its customers and compatriots; and the zeal and efficiency 
of its officers and managers. These were great but intangible assets. And yet, 
if the Indian concern could not all at once make good its footing against such heavy 
odds; if it could not avoid losses ; if it did not secure its legitimate dues, it gave, 
from the start, a good run for its money to its opponent and eventually forced it 
to share the business, even it could not wholly capture it. 

When they did not succeed entirely in wiping off the Indian concern, these 
non-Indian shipowners offered to buy the Indian concern wholesale, and so retain 
their own monopoly and avoid still heavier losses to themselves. Even that effort 
did not lead to the extinction of the Indian competition, not because the Govern¬ 
ment of the country came to its aid, but because of the vision and patriotism of 
the Indian authors of the enterprise, its Directors and Proprietors. They resolved 
to make all sacrifices, bear all losses, face all obstruction, in order to build up an 
integral item in the country’s economy, and ensure an indispensable help in the very 
existence of the Nation. 

As the Government of the country did not give any countenance to the indi¬ 
genous enterprise, but instead offered every encouragement, protection or safe¬ 
guard, direct or indirect to the foreigners in the Indian seas, the latter were natu¬ 
rally emboldened and enabled to corner and hold a very large slice of the carrying 
trade of this country. They carried almost all the mails and troops, as well as 
public servants, officials and dignitaries, whenever the latter had occasion to travel 
by sea. 

They could not, of course, avoid the competition of other European and Japa¬ 
nese Shipping concerns doing business in Indian waters. For each of the latter 
was strongly protected, heavily subsidised, and widely bounty-fed, or otherwise 
aided by its own Governments. Against these rivals the British Government did 
not or could not offer any protection or assistance to the Indian enterprise. On 
the contrary, against the Indian ent eprise, protection and assistance to the British 
ventures was practically without limit,—a veritable spectacle of Goliath being 
assisted in every form against David, or as Mahatma Gandhi described the struggle, 
of the gaint against the dwarf. They even connived at the doubtful practices of 
Deferred Rebate and similar objectionable devices to hamstring Indian enterprise. 
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The apathy,—not to call it by a harsher though juster name,—of the then Gov¬ 
ernment of India towards this essential item in the national economy, this basic 
industry of vital importance to the very existence of the country, despite declara¬ 
tions by the highest authority in the country, and despite repeated efforts at honour¬ 
able settlement by persuation and negotiation, made it impossible for the hardiest 
Indian enterprise to grow to its legitimate proportions. It could not render the 
service, and provide the element of safety in times of national emergency, which 
is expected of every national shipping service. It could not help in the building up 
of the country’s economic strength through a well developed and flourishing industry 
or increase its sense of national security, which must be the aim of every sound 
national Government. 

Figures are attached below to show the proportion of shipping which is owned, 
manned and controlled by Indians at the end of World War I, and at the beginning 
of World War II, as well at the present time, i.e., four years after the end of World 
War II. In grim contrast is the shipping position of other countries, both within 
and outside the British Commonwealth, which shows how even the great calamity 
of a World War can be utilised by a Government, really intent upon stimulating 
native enterprise in all sectors of the national economy. While the U-S.A., which 
had comparatively small ocean-carrying tonnage at the end of World War I, rose 
to be the first shipowuing and shipbuilding country of the world, Canada anc 
Australia io.se to the 12th and the 17th place in the shipowning countries of thr 
world. As against these, India has increased her tonnage by barely 177,000 tons 
above the 1939 level, occupying practically the last place among the 30 maritime 
nations of the world. 


Gross tonnage of steamers and motor ships owned in the world as at the end of June 
in the following years based on Lloyds’ Register Boole (in ’000 tons) 
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4-10 

2,934 
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0 -51 
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3 -28 

2,969 
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Japan 
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1 -2: 
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1,597 
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Spain ..... 
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1,147 
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Sweden ..... 
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1 -91 

1,577 
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Other Countries .... 
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Rate War in Coastal Shipping 

As against these rapid developments in the tonnage of the leading maritime 
countries of the world the growth of Indian Shipping was being stunted. The 
fortune of the new Indian enterprise was meeting with a serious and continuing 
obstruction in every direction from the vested interests of British shipowners in 
this country. We have alluded to a few already, but let us view them here in a 
connected perspective. 

The rate war, which began immediately the Indian-owned ships made their 
appearance in the coastal trade of India, threatened the very existence of the new 
Company even before it was able to build up a fraction of the fleet, and connection 
necessary to do even a portion of the carrying trade of the country along its coasts. 
Table on pp. 260-261 showing the Scindia Steam Navigation Company’s working from 
1920-48 is eloquent of the vicissitudes it has had to weather. Having no reserves— 
except uncalled capital—to meet the looses of the Rate War which lasted 4 years, 
it had necessarily to lay hands on its capital for even working expenses; and a part 
of the Capital had to be written, off. The Birtish rivals of the Indian concern had 
immense reserves, built up by f 76-year monopoly, and the backing not only of the 
Indian but also of the British Governments to make good its stand against the 
new competitor that entered the fluid. They, therefore, stood out longer and worked 
hard, inflicting repeated losses on their Indian rival so that it could be got out of 
the field altogether. The latter, however, showed unexpected tenacity and an 
unyielding capacity to resist. Year after year losses were reported and borne 
without murmur even though capital began to disappear in paying such losses. 
The shareholders of the Company decided to refuse the tempting offer to be bought 
out made by the owner of the principal rival enterprise. 

Thereupon realisation of the short-sightedness of a rate war in the face of a 
national demand and the threat of growing unpopularity of unfair competition 
which would eventually lose them the entire business, made the British interests 
.» come to terms. A ten-year Agreement was made in 1924 with the Indian venture, 
—which had by this time acquired an aggregate tonnage of some 75,000 tons— 
illowing the latter a small slice of the coastal trade. It enabled the latter to keep 
;s head above water, to have breathing space, and to look around for ways and 
leans of further expansion and development to its legitimate proportions. 
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jStaff Amelioration Sand. 
fFleet Replacement Account. 
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Historical Review 

At this stage, let us cast a brief glance at the history of this industry, its vicis¬ 
situdes, and present position. Upto the foundation of the British domination in 
India, it is an undoubted fact of history that India had her own ships built in her 
own yards, of her own timber, worked by her own sons, and carrying her wares to 
lands beyond the seas and bring their products to our shores. Even during the 
early stages of British Imperialism, India had her shipyards, her shipwrights and 
her sailors of all degrees. It was only after the introduction of steam as motive 
power, and steel as body material, that India began to fall behind in the race, lost 
her ancient craft, and starved her race of seafaring adventure. 

Even then, India had an extensive trade in many articles in yarn with China, 
for instance. When the late Mr. J. N. Tata found that the rates of freight on yarn 
from India to China were raised in support of the British yarn producer so high as 
would make it impossible for Indians to retain the Chinese market for Indian yarn, 
he chartered a few boats foi carrying yarn to China at reasonable rates. The P. & O. 
Company, which had a practical monopoly of that trade, would not tolerate an 
Indian Company carrying cargo in India’s overseas trade, and so they started a 
rate war against the Tates by reducing the rates from Rs. 16 to Re. 1. The Indian 
concern could not withstand such a relentless competition and had to go out of 
existence. When the Indian competitor disappeared, the rate was again raised 
from Re. 1 to Rs. 17. This enabled the P. & O. to make up for any loss it may 
have sustained during the rate war started by it. 

British shipping thus continued to raise its edifice built on the ruins of Indian 
shipping. Even in the coastal trade itself, low rates were adopted by the British 
India Steam Navigation Co.—a subsidiary of the P. & 0. S. N. Co., Ltd.,—to crush 
many Indian Shipping Companies from time to time. . High monopolistic rates 
usually followed the disappearance of nascent concerns which tried to establish 
regular sailings between Indian ports. The story of the passenger trade from Bombay 
ports to East African coasts, or the Bengal Burma Company in its conflict with the 
British Indian Steam Navigation Company, arc further and cruel illustrations of 
the same practice. 

One of the many Indian companies, that went into liquidation was the Bengal 
Steam Navigation Company, which, in 1905, ran its ships between Chittagong and 
Rangoon. As soon as this Company came into existence, the B. I. S. N. Co. reduced 
the fares for deck passengers from Rs. 12 to Rs. 6 and the freight from Rs. 14 to Rs. 4 
per maund. Sweets and handkerchiefs were also freely distributed to those who- 
patronised the B.I.S.N. The result was that this new Company struggled for five 
years; and in 1910 it went into liquidation and disappeared from the scene. As 
soon as that concern was driven to the wall, the British India Company, raised their 
fares to Rs. 14 : against Rs. 12 in force before the ruinous rate-war, to compensate 
themselves for the loss incurred during the struggle. 

Although the story on the West Coast of India was less tragic, that coast too, 
has not been free from rate wars. In, the early thirties, for example, the British 
India S. N. Co., Ltd. indulged in cut-throat competition against four small Indian 
Companies, the Eastern Navigation Co., the Malabar Steamship Company, the 
Merchant Steam Navigation Co. and the National Steamship Company. As an 
illustration, the following is highly instructive. At one time the freight from Bombay 
to Tuticorin was reduced by the B. I. from 12 annas to 3 annas per hag, just to 
make it impossible for its smaller rivals to exist. Some of the concerns on this 
side, too, have had to be taken over bodily by the largest single Indian concern, the 
ndia Steam Navigation Co., Ltd., to keep them alive. It was misrepresented as 
enture in monopolisation of the Indian-owned steam craft plying on the coasts. 
But the concerns took over included the British managed Bombay Steam Navi 
gation Co., Ltd., originally started by an Indian who was forced to sell out to a 
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British Managing Agency firm, from which the Scindia Company purchased it, to 
make its position a little stronger against the colossus of the coast, the British India 
Steam Navigation Co., Ltd- For the Scindia Company it was a question of keeping 
alive Indian opposition to the British monopolist—an essay in practical nationalism 
to make its own competition more effective against the alien monopolist, and not 
to make its own venture a monopoly. The success of this policy is exemplified in 
the 16 Indian Companies operating on the coast of India today. 

Mention has already been made of the doubtful propriety of the system 
rf Deferred Rebates, practised as a device to prevent competition by Indian enter¬ 
prise against the British monopolist. Originally, the system was evolved to meet 
the shippers’ need for assured regular sailings from certain ports to others. To 
meet this demand without loss to himself, the shipowner naturally asked for some 
guarantee that, if he ran a shipping service regularly from and to given ports, he 
ivould find sufficient cargo for every voyage. The underlying principle of that 
system is : that the shipper should have a strong incentive to have his goods carried 
py the ships of the line or lines who had undertaken to provide such regular service, 
[f the freight is, say Rs. 16 a ton a particular class of goods, the shipowner undertook 
o refund, say, 10% of the freight, provided the shipper could satisfy him that 
te had not during a particular period shipped goods by any other line. If he was 
bund to have done so, he forfeited his rebate. 

As the system worked in practice, it was almost, impossible for a shipper to 
ireak away, once he had committed himself to a praticular line or group of lines 
without serious loss to himself. For example, if he has shipped, say, 10,000 tons 
f rice at Rs. 18 per ton, in the quarter January-March by a given line ol steamers, 
.e would become entitled to a rebate of 10% of the freight he had paid, i.e., Rs. 
8 ,000. This rebate would not be actually payable until the beginning of the July- 
■eptember quarter. He would forfeit it if during the April-June quarter he had 
hipped goods by any other line. As the bulk of the tonnage plying on the Indian 
oast was owned by the British India Steam Navigation Co., Ltd., that Company was 
Iways in a position to use the Deferred Rebate System tc ensure that the shipper 
id not, as far as possible, ship his cargo by any of tiro newly formed Indian 
iompanies, and thereby promote the latter’s growth. 

Notwithstanding this aspect, the device had its good points. Whatever the 
(feet of the Deferred Rebate on competing Indian Shipping in the early stages 
F that industry, Indian Shipping Companies, once they had entered the Coastal 
onference, were equally protected by this guarantee of traffic and their own conse- 
uent ability to maintain regular service. Once the sting of unfair competition 
y foreign shipping monopolists, protected by the secret sysmpathies of the then 
overnment of India, had been removed, the competing Indian concerns did not find 
te system of Deferred Rebate to be bad in principle. There is, therefore, no longer 
le same outcry against it and the demand for its abolition by law as there was in 
te twenties. The new licensing system, established by legislation, serves all the 
lrposes. The competing Indian enterprise had asked for it in the days of its own 
sginnings; and so the entire problem has changed its complexion. 


Evolution of Government Policy re : Indian National Shipping since 1918 

For a just appreciation of the lack of support, assistance or encouragement Indian 
itional shipping enterprise received at the hands of the Government of India, 
glance at the history of the Central Government’s policy in respect of Indian 
ipping would be as interesting as it is instructive. There was a universal demand 
r an adequate, efficient, economic,. national mercantile marine, ever since the 
nsciousness began in the Indian public mind of the drain of wealth from the 
untrv from this invisible source, and the manifold handicaps, the lack of an ade- 
iate mercantile marine inflicted upon our national economy and security. 
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Soon after World War I, which had demonstrated beyond the possibility of 
-doubt, the country’s need in this behalf, the first sizeable attempt to meet it was 
the appointment by Government of the Indian Mercantile Marine Committee in 
February 1923. It was their response to a Resolution moved by Sir P. S. Sivaswamy 
Aiyar in the Indian Legislative Assembly, and adopted by that body on the 12th 
• January 1923. We have already considered the terms of reference to the Com¬ 
mittee and seen a summary of its recommendations and so need not repeat them 
■here. 

The only recommendation of the Committee Government accepted and imple- 
unented was the establishment of the Training Ship “Dufferin” in 1927, to train 
Executive Officers. Since 1st January 1935, another part of that recommendation 
has taken effect in the shape of marine engineers being trained there. 

No other recommendation was accepted, and Indian public opinion was gravely 
perturbed. 

Attempts made by new Indian shipping companies, founded since 1920, to run 
: ships on the coast and elsewhere had met with disaster, due to the severe and relent¬ 
less competition from the established monopolistic British lilies. This disappoint¬ 
ment, coupled with the findings and recommendations of the Mercantile Marine 
•Committee intensified public demand for the development of a true and sufficient 
national shipping. 

A number of non-official resolutions and bills were brought before the Central 
Legislature to foster and develop Indian shipping. They were aimed at remedying 
specific handicaps which were believed to impede or obstruct the growth of Indian 
shipping. One sought to secure reservation of the coastal trade, while another 
tried to do away with the Deferred Rebate system. 

16th March 1922 : 

The Hon’ble Mr. Lallubhai Samaldas moved the following resolution on Ship¬ 
building Industry in the Council of State on the 16th March, 1922. The resolution 
was adopted. 

“This Council recommends to the Governor-General-in-Council to appoint 
a Committee of Officials and Non-officials to consider the best means of helping 
the shipbuilding industry in this country and to make recommendations regard¬ 
ing the same.” 

19th March 1926 : 

The following is the text of a resolution moved by Sir. P. S. Sivaswamy Aiyar 
(in the Legislative Assembly on the 19th March 1926 : 

“This Assembly recommends to the Governor-General-in-Council that 
he will be pleased : 

(a) to recognise the need for the training of Indians for nautical careers and 

encouraging the creation of an Indian Mercantile Marine ; 

(b) to accept the policy and measures recommended by the Indian Mercantile 

Marine Committee; 

(c) to take early steps for the training of Indians in a suitable training ship 

in Indian waters, for the provision of facilities for their further training 
as apprentices in mercantile marine ships, and for their employment 
after completion of training ; 

(d) to arrange for the establishment of primary nautical school in selected 

maritime stations and the introduction of Marine Engineering as a 
subject of instruction in the Engineering College at Sidpur ; 

(e) to announce his intention to adopt in the near future a system of licensing 

in respect of the coastal trade of India.” 
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The Hon’ble Sir Charles Innes, Commerce Member, moved an amendment 
which ran as follows :— 

“That the debate on all subjects covered by the resolution except the 
proposed training ship be adjourned till the next session and that as regards the 
training ship, the Assembly recommends to the Governor-General-in-Council that 
the scheme for establishment in Indian waters of a training ship for deck 
officers should be accepted in principle.” 

Sir P. S. Sivaswamy Aiyar’s resolution was adopted as amended by Sir Charles 
Innes. 

9th February 1928: 

Mr. S. N. Haji introduced in the Legislative Assembly a Bill to reserve the 
coastal traffic of India to Indian vessels. Similar bills for the reservation of the 
-coastal trade were brought before the Central Legislature from time to time but 
we need mention only Mr. Haji’s Bill as most of the controversies in respect of the 
reservation of the coastal trade centered round this Bill. The Bill was first circu¬ 
lated for opinion but then referred to a Sub-Committee. On its emergence from 
1<he Sub-Committee, Mr. Haji’s Bill was recirculated for opinion, but, by the time 
the opinions were received, Mr. Haji had resigned for political reasons and the Bill 
lapsed later on owing to the dissolution of the Assembly. 

7th March 1938 :•— 

The following resolution was moved in the Council of State by the Hon’ble 
Rai Bahadur Lala Jagdish Prasad : 

“This Council recommends to the Governor-General-in-Council to take 
suitable steps to build up an Indian Mercantile Marine at an early date with a 
view to an adequate participation of Indian shipping in the coastal and over¬ 
seas trades of India.” 

The motion was adopted without division. 

23rd March 1930 : 

The Hon’ble Mr. P. N. Sapru moved the following resolution in the Council 
■of State:— 

“This Council recommends to the Governor-General-in-Council to take 
more active steps for the expansion and protection of the Indian Mercantile 
Marine.” 

The motion was adopted without division. 

Of all these attempts by the non-official members of the Central Legislature 
to secure adequate encouragement or protection for Indian shipping, Mr. S. N. 
Haji’s Bill for the reservation of Indian coastal trade to Indian-owned, Indian- 
manned, and Indian-controlled shipping enterprise was the most important. But 
like others it failed, notwithstanding its reference to a Select Committee. The 
only tangible result was the Conference held in Januray 1930 under the presidency 
of the then Viceroy of India, Lord Irwin. Addressing the annual meeting of the 
Associated Chambers of Commerce (British business organisation), in December 
1928, Lord Irwin had declared : 

“But I think that I am correct in saying that the main impulse behind 
the Bill I have referred to is not a mere desire to secure for Indian capitalists 
the profits which now are made by British Companies. Rather it is an ambi¬ 
tion that India should have its own mercantile marine and that the ships of 
that mercantile marine should be officered as well as manned by Indians. ” 

Such words, however , of the highest Government spokesmen, were not follouud 
iby action, whenever Indian interests conflicted with British monopoly. Th e 
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1930 Conference was held to enable a full and frank discussion between the represen¬ 
tatives of all the interests concerned in order to contribute towards a fair and agreed 
solution for the problem, and secure adequate participation of Indian shipping 
in the coastal and overseas trade of India. One of the crucial items on the Agenda 
of the Conference was : 

“Can it be provided for under an Agreement by which the Indian tonnage 
would increase gradually from year to year, while simultaneously the non- 
Indian tonnage was reduced ?” 

During the course of the discussion, it was stated that Indian-owned tonnage 
might be increased by the purchase of British ships in the trade. While Indian 
representatives were willing to consider this method of purchase on its own merits, 
the British counterpart insisted that such a purchase could not only be of the ships 
but of the goodwill as well, of the trade. Replacement of British tonnage by Indian- 
owned tonnage for developing Indian Shipping was not acceptable to them. The 
fundamental object of the Conference could not thus be achieved; and so it broke 
up without achieving any agreement. 

The Government of India then explained their position in the Communiques 
reproduced below :— 

“The Government of India will take into consideration at an early date 
the issue raised in the discussions which took place at the Conference on the 
development of the Indian mercantile marine. As soon as it has been possible 
fully to consider these issues, the responsibility will rest with the Government 
of India of deciding what action should now be taken and whether any useful 
purpose would be served by inviting the interests concerned to meet again.” 

The main obstacle to the development of an adequate Indian-owned Mercan¬ 
tile Marine thus remained in the dominant, almost monopolistic, position of the 
British India Steam Navigation Company on the coast of India, and on all the 
shipping routes of the Indian ocean. Notwithstanding their declaration, Govern¬ 
ment proved utterly indifferent and perhaps unable, and this indifference or incom¬ 
petence persisted all through the remainder of the British regime in India to foster 
the growth of Indian shipping from such relentless and powerful opposition. 

The competing Indian enterprise had, as noticed already, sought a temporary 
solution by a ten years’ agreement with the B. I. Company which permitted them 
to take a small share in the coastal trade of India. When that agreement came 
to be revised in 1933, with the good offices of the then Commerce Member, Sir 
Joseph Bhore, despite the assurance that it was their responsibility to secure an 
adequate participation for Indian shipping in India’s overseas trades, Government 
proved utterly helpless when the B. I. insisted as the price of a new agreement, the 
practical exclusion of the Seindia Company, the only large-scale enterprise in that 
field, from the carriage of India’s overseas'- trade. The new agreement was for 
five years and expired in 1939. 

Tripartite Agreement, 1934 

(1) “The cargo carried by the vessels of the three companies in the coasting 

trade of India, Burma and Ceylon is to be regulated and apportioned 
between them according to certain specified percentages. 

(2) The Seindia Company have been permitted to carry passengers on the 

Rangoon-Coromandal coast and the Rangoon-Chittagong runs. 

(3) The total gross tonnage of the Seindia Company (owned or chartered) 

has been raised to 100,000 gr. tons. 

(4) The rates of freight for the carriage of cargo and the sacles of passenger 

fares are to be jointly fixed in writing by the parties after mutual 
consultation and consent, and none of the parties is to quote or charge 
rates less than the rates thus fixed. 
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(5) In the event of any dispute or difference the matter is to be decided by 
arbitration.” 

In a subsidiary letter addressed by the Scindia Company to the British India 
‘Company at the time of the conclusion of the agreement, they have had to agree 
“to respect the P. & O. Company’s and the B. I. Company’s foreign (overseas) trade, 
and not to compete with them in those services.” 

Sir Thomas Stewart, who was Commerce Secretary in 1935, declared Govern¬ 
ment's policy in the Council of State on the 7th March 1935. He said : 

“The policy to be pursued has been the subject of much thought by the 
Government of India and after much thought they have come to the conclu¬ 
sion— they came to the conclusion some years ago,—that the best hope for 
the sound, economic, strong establishment of an Indian Mercantile Marine 
lay in the development of co-operation and a spirit of mutual accommodation 
between the various interests operating on the coasts.” 

Although the policy of co-operation had failed in 1930, and although the uni¬ 
versal demand in the country to explore other methods of developing Indian shipping 
continued, Government did nothing to help develop Indian shipping. 

This Tripartite Agreement was to be revised in 1939. Indian shipping interests 
tried their best to do so, both in England and in India. In spite, however, of repeated 
requests by Indian interest all these years to help them with Government’s good 
offices to have revised that Agreement, Government did nothing in that direction, 
A Conference of British and Indian shipowners was called by the good offices of 
the two Governments in 1947. But it proved abortive; and India has yet to fight 
her way in the list of ship owning nations of the world. 

During the inter-war period, there was also the problem of protecting the 
interests of small Indian Companies operating in the coasts. As a result of the 
intervention of the then Commerce Member, Sir Joseph Bliore, an Agreement was 
reached by which 85 per cent, of the coastal trade in certain areas (West Coast 
Trade) was reserved for the same period for the small shipping companies opera¬ 
ting there. 

Pattern of our Foreign Trade 

We have so far examined the trials and vicissitudes of the Shipping Industry 
«nd as we draw to the close of the war and the post-war period it would not be out 
of place to have a brief resume of the pattern of our foreign trade. 

During the war years 1939-45, it was impossible to procure the capital or consu¬ 
mer goods which India did not produce herself, and for which her usual source of 
supply used to be Britain, the Dominions, the U.S.A., Germany, and Japan. Ger¬ 
many and Japan were, of course, out of the running altogether, during the war. 
In Britain the local industry had to be diverted almost entirely to war purposes, 
so that hardly any plant was available for civilian or consumer’s goods. And the 
same might be said about the British Dominions like Canada, or allied countries, 
like France. 

In the U.S.A. upto 1941, civilian production continued ; but the war demand 
of Europe for those goods as well as munitions was so intense, the possibility of 
U.S.A. joining in the war was so i mminent and so rapidly growing every day, that 
even before the U. S. A. entered the war officially, the Lease-Lend system had been 
evolved mainly to supply the war needs of British and her Allies. When America 
joined the W&j on her own account, the entire productive organisation was turned 
towards supplying her own and the Allies’ War need" ; so that the civilian demand 
in countries like Inaia, either foi consumer or c. .pita, goods, had to be almost utterly 
denied. 

This was the cnief explanation of the series of regulations which came to control 
both Imports into and Exports from India during these years. The control grew 
in scope and volume as the war intensified, till the larger portion of the entire foreign 
trade was covered by it. 
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The growing scarcity of Shipping also was responsible, for controls certainly 
after the unrestricted submarine warfare which Germany began, and which Japan 
followed up when she too entered the War. Prices also rose very steeply but as 
Indian industry and production of all kinds began to get ever higher prices. That 
would not by itself hinder exports from India or imports into t-his coumry by itself. 
But coming along with other factors, it affected the industrial position in India, 
favourably, even if temporarily. 

The chief consumer of Indian exports, like cotton—both raw ana manufactured,. 
—were, before the War, Japan and the countries that had fallen under her domi¬ 
nation. As they were cut off by the War, and as trade with free China was mateiially 
impeded, the principal exports of India naturally suffered a decline. Other articles,, 
like Jute, came under the influence of Lease-Lend. The factors which affected 
imports also showed themselves in connection with the exports. That part of the 
trad, also, therefore, had to be contiolled. 

After the eno of the War, new difficulties have cropped up in this country, as 
well as outside, to influence; international trade. The process of retabilitation and 
reconstruction, wfticn the principal belligeient countries, including Britain and 
the United States, had to take up, is not yet completed, except perhaps in the United 
States. But the aftermath of war and the pievailing tension in international 
relations inclines American energy to prepare for the next war or to rehabilitate 
and strengthen the Allies (e.g., by the Marshall Aid Plan for European Recovery^ 
which she may expect to have if and when that War comes rather than to emphasize 
normal production and trade. 

The prevailing scarcity of Dollar Exchange ojierates in the same direction 
making trade with the so-called “bard” currency areas more than ever difficult, 
particulary in regard to Imports. 

British economy has been so affected by the war, all Britain’s foreign invest¬ 
ments having largely disappeared or used up, and her shipping substantially des¬ 
troyed, that it takes her all her energy and determination to revive her local industry 
and recondition trade in the altered situation. She has now very little of those 
“invisible exports” which come to her as interest on loans to foreign countries,, 
profits of capital investment abroad, shipping freights, Banking Commissions and 
insurance premia, not to mention the payment for the services of her nationals in 
foreign countries, which formed such a substantial portion of the “Home Cnarges”' 
from Indi8 before 1947. Notwithstanding all efforts at increasing production, 
Britain is now a heavily deficit country in so far as the balance of international 
account is concerned. She has a very large adverse balance every year against her.. 
For a time this was got over by the Anglo-American Loan of nearly £1000 million. 
But that loan was exhausted much sooner than was anticipated, and the problem 
of making her exports pay for her imports became more acute than ever. 

These countries, consequently, which are linked with and dependent upon 
sterling have reflected difficulties, even if their own economy may be intrinsically 
sound enough to return rapidly to normalcy after the war. In this country, as 
remarked already, the situation has radically changed since the partition owing to 
unexpected problems, like food shortage, shortage of raw materials, and the growing 
demand for consumer and capital goods. Imports on all these accounts are intensely 
needed. The exportable surplus, on the other hand, has suffered heavily on account 
of the partition, which has taken away considerable areas producing food and raw 
materials. The staple Indian exports, jute and cotton, supply of foodstuffs like 
wheat or other raw materials, has thus suffered. Tea remains the only principal 
export yet unaffected. The manufactured goods, which are increasing in volume 
are however, still insufficient to meet local demand. Their figuring, therefoie, 
on the export side is limited. 

Moreover, the devaluation of the pound has resulted in a further deterioration 
of the foreign trade of India, thus largely reducing the importance of shipping as 
an earner of foreign exchange. 
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PART III 

State aid and Protection to National Shipping in other Codntriest 

The First World War, with its tale of sinking of ships and the plight of some of ther 
neutral countries who depended for their supplies on foreign shipping, brought home- 
to the Government of all important countries the supreme importance of an adequate 
national mercantile marine. We have out-lined elsewhere the principal measures- 
taken by some of the leading maritime nations to develop their own merchant shipping" 
in the inter-war period. 

It is true that during 1914-18 sinking of ships was on a very large scale ; but the 
war-expanded ship-building industry was capable of production far exceeding normals 
peace-time requirements. The story of snipping of the period that followed between 
the signing of the Treaty of Versailles in 1919 and the German invasion of Poland in 
1939, was, therefore, one of an enormous increase in world tonnage. The excessive 
tonnage was mainly due to the war and its consequences and nationalist shipping 
policies. \ 

The Second World War has once again proved that the command of the sea is 
the most supreme issue of the War. From 1941 onwards, a cry of agony went forth, 
from Britain and the United Nations and the Allies. They wanted ships, more ships' 
and still more ships to win the war. The colossal production of over 35 million tons 
by the American Shipyards during 1940-45 will go down in history as one of the most 
magnificent feats of American enterprise, organisation and efficiency in shipbuilding- 
The result was that American tonnage on the cessation of hostilities, in August 1945, 
constituted 51 per cent, of the total world tonnage, as compared with her share oV 
13 -6 per cent, before the outbreak of war in 1939. According to the weekly shipping 
journal “Fairplay” dated the 5th July 1945, the American merchant fleet in aid 1945 
comprised more than 2,600 Liberty Ships, some 460 ‘Victory’ ships, 156 C-l’s, 
288-C-2’s, 133-C-3’s and 84-0-4’s, close to 650 tankers 300 Coastal vessels, 55 large 
combination and special types capable of entering or being converted to 
commercial use. 

Such mercantile marine, however, cannot flourish and serve the purpose it is 
meant to, unless there is sufficient carrying business assured to it. In the days when 
local sentiment was at its height for developing a country’s untried resources by every 
means at the disposal of that country, in the face of incessant and ruthless 
competition or of opposition from vested foreign interests, adequate 
national shipping also becomes a potent engine of such aid to national industry. By 
appropriate freight rates and other devices, a nation’s own shipping can help to 
protect, safeguard and stimulate local industry, which, m the absence of such direct 
or indirect aid, may not be able to make headway against ruthless competition from 
more developed, better organized, and long established foreign enterprise of the same 
kind. 

The recognition of all these facets or functions of an adequate and sufficient 
national mercantile marine, owned, manned and controlled by the nationals of the 
country concerned has been accepted from time immemorial, wherever national 
economy has been properly organized and directed to pre-determined ends. 

Increasing attention has been paid in recent times by many a statesman to the 
development of this, the mainstay of the country’s trade and industry, the right 
arm of its national defence, and most potent instrument of implementing in a great 
measure its economic policy, particularly in relation to international trade. 

U. S. A. 

We have plenty of recent and modern examples of this policy. Without going to 
ncient Rome or medieval Mayor Spain for precedents, we can find eminent authority 
far all the points made above in the policies and measures of modern nations, even,. 
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those who insist on he Freedom of Movement as a cardinal item in the fundamental 
rights of civilised and trading humanity. The United States, for example which 
speaks increasingly in the world’s council of the Right to Freedom of trade and move 
ment and endeavours to secure such freedom by means of multilateral treaties anc 
international organizations, like that on Trade under the Havana Charter, has for¬ 
mally declared, in its Merchant Marine Act of 1936, that : 

“It is necessary for the national defence and development of its foreign anc 
domestic commerce that the United States shall have a merchant marine 

(a) sufficient to carry its domestic water-borne commerce, and a substantia 

portion of the water-borne export and import foreign commerce of the 
United States, and to provide shipping service on all routes essentia 
for maintaining the flow of such domestic and foreign water-born 
commerce at all times ; 

(b) capable of serving as a n ival and military auxiliary in time of war o 

national emergency ; 

(c) owned and operated under the United States flag by citizens of th 

United States in so far as may be practicable ; and 

( d ) composed of the best equipped, safest, and most suitable types of vessels 

constructed in the United States, and manned with a trained an 
efficient citizen personnel. It is hereby declared to be the policy c 
the United States to foster the development and encourage the mair 
tenance of such a merchant marine.” 

Let us cast a brief glance at the history of this industry in the U.S.A. Befor 
the first World War, the United States Mercantile Marine was confin id to service on tl 
inland lakes and rivers. It fell even short of the minimum requirements for servin 
as naval auxiliary in the event of war, not only to keep open the trade routes, ensur 
supplies and convoy carriers of indispensable munitions, food or othqr requirement 
to maintain the civil life in the country. America, however, was not so dependent o 
foregin commerce to maintain the national economy in times of war as Britain was 
and so her neglect of this item in her national economy continued until this heay 
handicap was discovered in the World War of 1914-18. 

The first remedial action then taken was the Shipping Act of 1916, which establ 
shed a United States Shipping Board for the purpose of creating and developing 
naval auxiliary and reserve, and a merchant marine, as well as regulating sea transpoi 
The United States shipping Board had an Emergency Fleet Corporation with a cepit 
of $50 million, incorporated for the purchase, construction, equipment, charter, et< 
of merchant vessels in the commerce of the United States. The Board was original 
intended as a regulatory and advisory body ; but when the United States entered in 
the war the Board took up the operation, and later the liquidation, of a fleet 
merchant ships acquired for war purposes. The Jones Act maintained the Unit< 
States Shipping Board and transferred to it all Government-owned vessels. 

In 1926 the Shipping Board reported to the United States Senate their conv 
tion. that, without additional legislation for direct or indirect Federal aid, a private 
owned mercantile marine could not be established. A new Merchant Marine A< 
known as the Jones-White Act of 1928 opened the way for further aid to Americi 
Shipping operators. In March 1930 provision was made to increase the?existing ma 
subsidy of $659 thousand paid to the United States Lines to $3 6 million. Sor 
thirty-four mail contracts opened or concluded in 1928 amounting to $17 -4 millio 
brought the total yearly payments to private operators to $21 million. 

The entire shipping policy was overhauled by the Roosevelt Administration, a 
every endeavour was made in the Merchant Marine Act of 1936 to rationalise the m 
subsidy system. The basic policy of that Act has already been quoted above. T 
Act dissolved the Shipping Board Merchant Fleet Corporation, and created t 
United States Maritime Commission to study, perfect and adopt 3 long-range progra 
me of replacements and additions to the American mercantile marine, so as to cre£ 
a n adequate and well balanced merchant fleet. 
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Bounty for construction of Ships 

(a) America paid Const,ruction Differential sub sidies from 

1916 to 1947 .$ 307,653,335 

The difference between the cost of constructing a ves¬ 
sel in America and the cost of building a similar 
vessel abroad was made good by the Government of 
America to the American ship-building Yards 

(b) They have at present under consideration a bill provid¬ 

ing for grant of construction subsidies to all United 
States vessels intended for any foreign trade including 
the tramp trade. At present this benefit is available 
only to ships plying on specified trade routes. 

(c) According to a press report published in Lloyd’s List 

dated 23-8-48, the American Government have 
agreed to bear 45% of the cost of construction of two 
liners proposed to be built by the American Export 
Lines, each of which is estimated to cost about 24 
million dollars . . . . . 


Loans to Shipbuilders 

1916-46 : Loans given from 1916 to 1946 (30th June) to the American Ship-Build 
ing industry totalled 

§ 483,650,73< 

It is interesting to note the conditions insisted upon by the most advanced, sti 
progressive, and highly industrialised nation in the world, which has no competitc 
to fear, no rival to reckon with. It solemnly declares by law its fundamental policy i 
this regard to be the building of an efficient and sufficient mercantile marine, whic 
must be constructed in the country, and owned as well as worked by its citizens onl; 
Its aim is to carry all its local water-borne trade, whether on its great inland lakes an 
mighty rivers, or along the indented coasts of that immense country. At the san 
time it wants to take a goodly share in the foreign commerce, both imports ar 
exports. Tor all these purposes, the American shipping must be adequate in to: 
nage and variety to show the American flag on all the ocean highways of the wor 
at all times. It must, at the same time, be sufficient to serve the purpose of 
naval auxiliary in war, or during a national emergency. The merchant fleet of t 
richest country in the world must be the best equipped for a most efficient servic 
the safest in all weathers and conditions ; the most varied in type and size, so as 
meet the requirements of every class of business or service it has to do. 

The United States had a considerable mercantile marine in the days before t 
invention of steam as motive power, and substitution of iron for wood as buildi 
materials. The famous Clippers which made such astoundingly quick voyages 
those days for carrying valuable cargo, like tea, from China to Europe and Ameri< 
were owned and manned as much by American as by the British seamen. But with 1 
advent of steam as the driving force, and the increasing use of steel in ship-buildir 
America gradually fell out of the overseas carriage of goods and passengers and 1< 
that business more and more to the United Kingdom. There was enough opp< 
tunity for exploiting the immense natural resources of that vast country for all t 
available talent, capital and enterprise of America. This particular field was, the' 
fore, neglected in the latter part of the last century, which accordingly fell me 
and more to British enterprise to monopolise. 


America produced these ships at a time of vital need ; and the United Natic 
cqqld never be top grateful for this vast aid to the war effort. But after the war a 
its exhausting demands ha^jended, the. ®uviving_ tonnage became too much for i 
available trade all over the wbncJv 1 Vitst; tracts had ! bbendevastated“f and still mi 
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•nsiderable areas exhausted by the War. They had little or nothing to trade in until 
merican aid in one form or another came to rehabilitate them, to restore their in- 
istry, revivify their agriculture and restore their trade. 

The problem of the disposal of the surplus war-built American tonnage was, there* 
re, a serious one, not only for U.S.A. but for all the maritime nations of the world. 
)r it would be a poor recompense to America’s wonderful contribution to the mean 3 
victory, if the oceans of the world were swamped with tonnage which cannot earn 
munerative rates, and which would depress the world shipping industry for years to 
’me. Wisely, therefore, did the American Government decide to sell a part of this 
nnage to needy allies and to lay up the rest. 

British Shipping and its Development 

Britain came to dominate, between 1860 and 1914, all the oceans of the world 
owing her flag in all ports in all the maritime countries of the world, and crowded 
the trade routes. England had become the universal ocean-carrier ship-builder and 
ip-owner long before the United States of America had come into existence, and 
uld claim any share in that business. Spain in the sixteenth, Holland in the seven* 
mth and Franco in the eighteenth centuries were Britain’s principal rivals, who, 
opted the same methods, weapons and devices to dominate the world’s trade routes, 
le by one they were all beaten by Britain, though not wholly driven out of the ooe&n 
jh-ways. Germany, Italy and Japan were more recent rivals, who also used the 
me tactics. They, too have had to yield before the ancient mistress of the seas, 
te United States have now entered the ring, thanks mainly to the lessons rammed 
wn by the two world wars of this century, and the new dangers of the deep modem 
srcantile marine has to cope with in times of war. America owns more than half the 
:al world tonnage today ; and Britain who was the leading ship-owner of the world 
sn upto 1939, has fallen a far distant second. But the old Sea Lion still shows 
jour and vitality enough to make up all her immense war losses in less than 4 years 
the table on page 15 shows. And it is not beyond the range of possibility that she 
iy soon regain her centuries old place in the carrying trade of the world. 

This premier position of Britain has not been built up without the aid of a very 
orous code of Navigation Laws, which even in the heyday of Free Trade economy, 
re not condemned even by the father of that school—Adam Smith—-nor were they 
arded as out of place and in any way a hindrance to the trade. Under these laws, 
ssed since the days of Cromwell all trade to and from British Colonies and Depen* 
icies, in the East as well as the West, was to be carried in British bottom, and none 
British nationals was allowed to run any British ship, in part or as a whole. This 
provision survives even to this day in the Merchant Shipping Act of Britain and 
mates the spirit of British shipping enterprise as well as her national policy relating 
reto, notwithstanding all professions of Freedom of Trade and the claims of the 
mger members of the Commonwealth to share in this most profitable business of 
ocean carrier. One example would suffice to show how profitable that business 
.. Before the World Depression of 1930-35, Britain used to derive something like 
5 million per annum her “invisible exports” on account of her shipping service 
ch paid for more than half the excess imports in those days. 

Once, however, England had obtained the virtual mastery of shipping business, 
r as easy for English politicians and economists to regard such aids and stimulus 
mr own Navigation Laws had provided in the past, to be unnecessary for her and 
actionable if imitated by others. They urged their new wisdom of freedom in 
le tipon others, some of which being helpless had no alternative but to accept and 
i\v the lead of Free Trade England. In effect, however, it tended more and more 
ivet the bonds of British Shipping upon the other trading countries of the world 
i the British hands. The bounties and subsidies she had given openly or 
etlyto her ship-builders and ship-owners. The rigidly close- monopoly: of 
own coastal trade, and tlfe effective -monopoly ofthe carrying trade-- to a-n4 
n her colonies and more helpless Asian or American countries had-don^ tlieir.-jfpck. 
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But if new-comers in the field tried the same policy, Britain labelled them as uni 
discrimination, or uneconomic hindrance to trade. Her imperialist domination v 
so widespread, her political influence so vast, her naval might so formidnl 
that the more backward countries had to profess argeement with the fashiona 
British philosophy, and conform to the Free Trade regime, even where it mean 
heavy, invisible, but not less real, tribute to Britain. 


According to a report made by a Board of Trade Committee in 1918, bef 
World War I, half of the world’s trade was carried in British ocean-going ships. T 
included nine-tenths of the trade between member countries of the British Comm 
wealth as well as the Colonies and Dependencies of Britain, to and fro; over three-fif 
of the trade between the Empire and foreign countries ; and nearly one-third of 
trade between foreign ports to and fro. This unequal and inequitable distributioi 
the carrying trade in the world was incompatible with the growing realisation 
other maritime countries of their own dues ip this field. They perceived not o 
the iifamense tribute paid by them every year to the foreign ship-owners for a sen 
which they could not well do to themselves ; but they understood also the gr 
danger to their national security and continued indppendenpe, which the lack pf 
adequate, efficient and economic mercantile marine pf their own involved. Tjie i 
of the merch&nt navy in times pf war wap fast begjqnipg to be fully rpcognispd e 
under the changed conditions of increasing specialfeatipn pi c<mstractjgn>nd eqi 
ment, in function and operation, between merchant ships and pghtipg fleets. Ev 
country, therefore, which bad a sea-hpard pf itg owp and ovpjseap trade, pr desire* 
maintain its own independence,became ippre pnd pp>re anxippp, between Tfll4 
1980 to build up its pup* merchant nayy, not only to sprvp its.pwn trade apd lndiii 
but also to provide an effective means of optional defence, apd guarantee pf-patjc 
independence* 

This hew consciousness of their dptieg apd respppsjbility led .many couiiti 
Which 1 bad considerable coast line of their pwn, and which provided a respfeCtable ; 
tion of the Vprid trade, to gdopt various measures’ for bqjfdipg up their own m^rcl 
marine. On this development of what was styled “economic nationalism , Bn 
took alarm, though ther was no justification for her or other shipowning copjitrie 
tdke‘ exception to such policy. For the monopoly by one or two maritime peo 
of the entire shipping business of the world cannot, and will not, promote real m 
national co-operation, which the United Nations Organization and the lnternati< 
Trade Organization, built up by the former, desire to increase. The building 
moreover, rtf local industry to its full'maximum.potential in all backward or up 
developed countries,which had become aware of their own economic possibilities 
had any Overseas cdmmerce of their own, cannot but be impeded, if npt prevei 
altogether, if! they were not to have the fullest freedom to adopt all appropriate t 
arid rested measures and methods to develop their transport service fqr parsjag 
goods and pa/tefertgers along 1 their coasts, their rivers and lakes and overseas. 


Notwithstanding Britain’s universal domination in Shipping before 4Qf4, 1 
up hy eentoaWB ftf-Active protection and encousagemeutho saj, qp a giganfic qpprd 
fleet of her own, she has never relaxed/her vigilance in, providing every fora) of 
teetkm and safeguard every shape of aid and encouragement that her shipping int< 
readies. The two WbrYd Wats, whfch decimated ^European manhood, undemi 
economy, and affected the entire trade Of the Wetid in this country, fic 
Britamsufltering 'substantially from hle'avy pupping losses due to submarine war 
Tips; ’ ip turn , ^acted on the Vbluine Of her trade arid her position in the iritemati 
balance of .'payments. It only led tq an intensive policy in essence and enerj 

'gramme which hhs come down to her from Otoffiweffiari days. The Navigt 
aws ^the Xyjrcentiify inAy’have been-ri 
#r centi^ all biit tiestriy^ over the gte&terpart 6f the earth. But the s 
fiat mOvWCromweUhr f&lveft Is nOt'deftd. r Bvettto dayho notoBrittsher capo 
-™ j n 61 f iSSSffi a sbarriOf ; the sufemdfeaOr loans 




So high is the recognition given to the irqportapce of a merchant marine apd its 
sip industry in peace as well as in war, that even ilnder the stress of the lafet war, 
e British Government considered ; “The Merchant Navy is a vital national interest 
d will remain so in peace time as it is in war”. On another occasion British Minister* 

dared ; 

“Our Merchant Navy must be at least as large as before the War, and so much 
larger as British enterprise and efficiency can make It, in a world from 
which we hope artificial obktaolfes to trade will have been removed 

“This country must—I ask the Committeb to observe the word “irffist”— 
Continue to serve the world with a large and efficient merchant marine. 
The word “must” is fubdjuhetital'\ 

With this outlook and these ideals, with such objeotives and traditions, with, her 
own tenacity and inflexible determination, Britain has been able to make up, with* 
four years of the end of World War II, the bulk of the losses she Had suffered between 
19 and 1945 from unrestricted submarinism of the Hitler days. 

While at the height of her prosperity, Britain used to levy an invisible tribute 
on the world at large, for the shipping service she provided in the carriage of goods 
:1 passengers across the seas all over the world, of something like £100 million to 
50 million per annum. This, though steadily declining since World War I, never- 
■less still forms an important credit item in her international balance of acccijpts 
;n today. It was this vital necessity which compelled British shipowners to decline 
?n to consider, in the Shipowners’ Conference the two Governments had helped to 
1 together in 1{*46, India’s target of having her own mercantile marine, in five or 
en y ears, of some 2 million tons; and the ways and means of her acquiring the Bam e . 
e of tha immediate causes of Britain’s weakening economy during the Great Peprt s- 
a of the early thirties of this century was the-sharp shrinkage in, her freight receipts 
m overseas carrying trade, mainly because of other eounftnns having ip tbp metqi- 
ile built up their own fleets. That factor has persisted ever since, and grown in 
ent years. 

^mtahi, however, still maintaiha Jjer resolve to regain as good a slice of this 
iihe88 as she ean. manage, as the following summary of measures adopted by her 
the present century indicate. 

It has often been dnimed on behalf of the British interests that they do not at k 
State- help for developing their national shipping. In, actual fact, however, tha 
irrigation Latwe a#d the imposition of discriminatory tariff on shipping, owned else 
ire than in Britain, provided British shipping with the most effective and prolonged 
tectioB that any industry can desire in the early period of its growth. 

Even after that shipping had grown to gigantic scale, best riding like a Colossus 
entire world shipping, Britain never relaxed the basic principle of her mercantile 
rine ownership law; nor relaxed the almost complete reservation of her own coast- 
3 carrying trade in the slightest degree. 

Her proWerful shipping interests, at the height of their power, evolved and ap- 
d ways and means for maintaining effectively their all but monopolistic hold on 
carrying trade of the colonial, dependent and backward countries. The unrestric- 
and exclusive patronage extended to them by the Government of India, for 
mple at the behest of Whitehall, in the carriage of all Indian trade, stores, troops 
mails for over a century enabled British shipping to expand its activities to build 
i vast not-work of custom and connection, and pile up immense financial resources 
ch would be and were used ruthlessly to destroy any threat of competition. For 
ance, British shipowners demanded in 1918, the reservation of the entire Inter- 
>erial trade to British ships only ; they even claimed, during recent years, that the 
gaining power of India in regard to any trade agreement she may conclude with a 
ign country should be utilised not for the promotion of Indian shipping 
for consolidating the position of British shipping which had been undermined by 

War. 
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Further, substantial financial assistance was given by the State to British shi 
ping during the period between the two World Wars of this oentury, as shown belo 

Under the Trade Facilities Act up to the end of 1929, a sum of about £29 millic 
had been granted for shipbuilding in Britain, whether for British or for foreign u 
Some of the guarantees were on account of N or wegian, Italin, Brazilian and Rumani 
ships being constructed in Great Britain, which were potential competitors in 1 
world trade. In addition, a further £11 millions were guaranteed under Northi 
Ireland Legislation. A merger between the Cunard and the White Star Compare 
was provided for in an agreement of 1933 between the two Companies and the Tr 
sury. With a view to ensuring the completion of the “Queen Mary” by the new cc 
bine, the Treasury undertook to make advances not exceeding £3 millions secu 
by issues of debenture stock. It also undertook to promote legislation that wo 
inter alia, enable the Government to advance to the Merger Company the cost ( 
exceeding £ 5 millions) of a new ship or ships, and to secure to the company in 
pect of all ships concerned advantages identical with those under the Cunard 
surance Agreement of 1930. 

The Agreement of 1933 was implemented by an Act of 1934, which empow< 
the Treasury to advance to the Cunard-White Star Merger sums upto £9 • 5 mill: 
for purposes of constructing one or more large capital ships for the North Atla 
shipping trade, and of providing working capital for the merger company. 

These ships were to serve as auxiliary cruisers in times of war and in World' 
II they effectually did so. The aid to the Royal Navy was both substantial ant 
valuable. 

In order to help British Tramp Shipping , the British Government decided 
a subsidy, not exceeding £2 millions, should be granted under the British Ship 
(Assistance) Act of 1935 for that year, but was extended up to 1936 and again to 
when it lapsed. 

In 1939, a Bill, restoring the subsidy for five years from 1st January 1940, 
rate not exceeding £2.75 millions per annum, was introduced. It was, how 
not proceeded with owing to the outbreak of war. Indirect Government { 
tance to shipping was provided for in the British Shipping (Assistance) Bill of 1 
e.g. facilities for the building of general trading vessels by means of loans not 
eeding £10 millions, and by grants not exceeding £500,000 a year for five y 
Financial help exceeding £320,000 was actually given for the building of shi] 
1939-40 ; and it was only the outbreak of the war that stopped the free flow of 
direct cash aid. Liner Services were to be helped to meet subsidised foreign com 
tion by grants, loans, guarantees, etc., upto a maximum of £10 millions. 

Besides this financial assistance, the President of the Board of Trade annoi 

that 

“The Government will continue to take all possible steps to promote tl 
terests of British Shipping in connection with trade negotiation 
other discussions with foreign Governments”. 

In a Memorandum issued on the 6th August 1940 in London, it was anno 
by the British Government that 

“The progress of legislation was interrupted by the outbreak of the war. 
necessity, however, of maintaining the British Mercantile Mar 
adequate strength , and in a position of full competitive efficie: 
recognised, no less strongly by the Government today. They 
therefore , keep this question constantly in mind as one which t 
necessary to ask Parliament to deal with in due course ”. 

The measures outlined above are summarised below in concrete terms 
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Section “A”— Bounty foe Construction of Ships : 

Great Britain granted up to July 1940, under the Bri¬ 
tish Shipping Assistance Bill (1939) subsidies for build¬ 
ing ships to the extent of . • • • 2 


Section “B”—Bounty for Operation or Navigation of Ships : 


(a) Apart from mail subventions which helped the shipowners 

in reducing their capital cost, Great Britain paid by way 
of shipping subsidy i.e., out and out financial 
assistance in 1940/41 ...••■ 

(b) Subsidy to Cunard Steamship Co. (1924-28) • • • 

(c) Subsidies granted to Tramp Shipping under British Ship¬ 

ping Assistance Act, 1935 and British Shipping Con¬ 
tinuance of Subsidy Act, 1936 - • • * 

(d) Financial assistance as subsidy was provided for Tramp 

Shipping under the British Shipping Assistance Bill 
(1939) to the tune of .••••• 

(e) Assistance for Liner Shipping to protect the shipping 

against subsidised foreign shipping was also provided 
under the British Assistance Bill, 1939, for 
(/) Pending restoration of more normal competitive conditions 
Government assistance is being given to certain of the 
Coasting Lines since March 1946, in the national in¬ 
terest, to maintain in operation essential coastal ser¬ 
vices, to the extent of . 

(Lloyd’s List dated 29-6-1948) 

(g) Assistance given to David Mac Brayne Ltd., between June 
1947 to end of 1948 “for maintaining steamship ser¬ 
vices between the Western Highlands and Islands ” 
to the extent of ...••• 


£320,000 

£333,698 

£4,002,183 

£13,750,000 

£10,000,000 

£41,500 
per month 


£14,500 
per month. 


(Lloyd’s List dated 29-6-1948) 


Section “C”—-Loans to Shipowners and Shipbuilders : 


I. Loans to Shipowners : 


(a) 1903 


The Admiralty made annual subventions to the 
Cunard Company to off-set the high cost of operation of 
the two ships “LUSITANIA” and “MAURETANIA’ 
amounting to ..-••• • 


£150,000 


(6) 1921/26 ; 

Guaranteed by British Treasury under the Trade Fa¬ 
cilities Acts, 1921-26 (these loans were granted both to 


(c) 1922/28 : 

Loans guraateed by the Govt, of North Ireland under 
the Loan Guarantees Act 1922/28 (Loans guaranteed 
both to shipbuilders as well as shipowners) • • £11,433,9C 

“The guarantee simply put the credit of the State be¬ 
hind these schemes which the Advisory Committee ap¬ 
proved”. 

“A great proportion of the Guarantees given by the 
Government for shipbuilding was in respect of the 
‘‘replacement of high class liner tonnage” 

(d) 1934 

The Treasury was authorised to advance from time to 
time on such terms as they think fit to the Cunard 
Steamship Go., Ltd., such sums not exceeding 
£9,500,000 (Help under the North Atlantic Shipping Act 
1934). The sums actually advanced under this loan 
arrangement amounted to . , * . . £7,950,00 

(e) 1939 

The Board of Trade was further authorised to pur¬ 
chase ships registered in U.K. and create a Merchant 
Ship Reserve and spend with the consent of the Trea¬ 
sury upto ........ £2,000,00' 

II. Loans to shipbuilders : 

(a) 1903 

Two major loan arrangements wmade by Great 
Britain before the first World War. They were given 
for the construction of “LUSITANIA”.and “MAURE¬ 
TANIA”- These Reamers would be faster than any 
ofthe ships plying at that time, (the' ainbuht of the 
loan was repayable in 20 years .... £2,600,00( 

(b) 1935 : 

Loans sanctioned as help under Scrap and Building 
Scheme under Part II—British Shipping Assistance 
Act (1935).£1,000,00c 

(c) 1939: 

The Board of Trade was authorised to grant Shipbuild¬ 
ing Loan upto ...... £10,000,00C 

Section “D” —Special Facilities and oteee poems op assistance. 

(a) Banning of certain ships from entering British waters : 

(1) As a result of the Report of the select Committee of the House of Core 
mons with Sir Robert Peel as Chairman, on “Issues relating to tt 
East India Ship-building”, Parliament laid down in Act 55, Geor§ 
III, Chapter CXVI, Section 6, that Indian sailors even though the 
were the subject of his Majesty of England shall not be deemed to t 
“British Mariners” and any ship even though British, which had n< 




on board three-fourths 6fite Crew of British mariners, or seven British 
mariners per 100 registered tons, would be liable to forfeiture, and 
that no ship Wai td enter the Port of London whose master was not a 
British mariner. 

This is-how British shipbuilding industry was protected and Indian 
ships were banned by Parliament from entering British waters. 
f2) Aet, 34, George II, Chapter £8, ©f Great Britain repeated the warning 
contained in 12 Carolina that only British built ships should import 
goods from 1 South and Bast of the Cape of Good Hope. 

(b) Discriirnnatorf Duty Laws : 

Great Britain, through its political influence in India, compelled Fort 
William in Bengal in 1811, Fort St. George in Madras, in 1812 and 
Fort St. David in Bombay in 1813 to promulgate separate rates of 
import duties on goods carried by British and non-Btitish bottoms. 
The rate of import duty to be charged on goods carried by non-British 
bottoms was fixed at 15 per cent whereas in the case of British bot¬ 
toms it was fixed @1\ per cent. 

This is how the British Shipbuilding Industry was encouraged at the 
cost of Indian Shipbuilding Industry. These discriminating rates 
continued right up to 1875. 

(c) Help wider the Cunard Inmiance Agreement Act (1930) 

Out of the amount of £4,800,000 for which the “Queen Mary” was 
insured, the risk accepted by the Board of Trade was 

for the year ending May 12,1938 .... £1,630,000 

for the year ending May 1?, 193® .... £1,584,000 

for the year ending May 12, 1940 .... £1,899,150 

without the help of the Board ofTrade, the vessel could not have been 
insured. Although, the Cunard insurance Fund totalled nearly 
£100,000 in 1939 and although that constituted very little security in 
itself for a possible total loss of nealy £2,000,000 it is to beremembered 
that the “whole resources of the' Nation are behind the Fund itself”. 

These measures had become necessary, because rivals had grown in recent years out 
dt Allies in the last War. A great mercantile marine of her ottn, greater than those 
&f all others combined, has been built up by the United States, now being nearly 
three times the total strength of the British Merchant Navy. But even so, the United 
States has been unable to prevent the growth of other mercantile marines, in keen 
competition with her own. Not only the United Kingdom but all the members of 
the British Commonwealth have developed considerable ambitions in this direction. 
Canada and Australia are sparing no pains to build up their own overseas shipping and 
shipbuilding industry ; and India must not fall out of the race. The following sum¬ 
mary of the policy and measures adopted by some of them is sufficient to show this 
tendency in modern world economy. 

This model and precedent of Britain did not remain uncOpied by others. Other 
countries of the world, like France, Germany, Itlay or Japan, had also entered the 
field from the beginning of this century. France was, of course, an old maritime- 
nation since the days of Sully and Colbert. But others had managed to acquire a 
growing proportion of the world’s carrying trade. Germany and Japan are now 
practically out of the ring after their defeat in the World War II. But instead other 
countries, taking advantage of the changed position, are developing their own 
merchant fleet, with their own enterprise even as Britain or America have done. 



FRANCE 


BotTKTT FOE CONSTRUCTION OF ShEPS 

The history of France’s efforts to build up a powerful mercantile marine of her 
own is almost as old as that of Britain. Sully, the great Minister of Henry IV was 
the first active helper of French shipping, which in those days could serve indifferently 
for commerce as well as for war, for piracy as well as for policing the seas. Colbert 
followed in his footsteps and in those of Cromwell and made the French marine no 
less formidable than the Dutch or the British. Without going deep into history, 
however, we may summarise the effect of recent measures adopted by that country to 
maintain and develop her own mercantile marine in recent years. 

(o) France paid from 1881 to 1920 . . . .Francs 245,111,856 

= $46,854,541 

The construction bounties varied from 60 francs to 
172 - 50 francs per gross ton 

(b) France paid between 1907 and 1930 navigation boun¬ 
ties ....... Francs 584,575,494 

= $108,436,700 

"The purpose of both construction and navigation boun¬ 
ties was to place French ship-builders and ship-owners 
on a parity with those of other nations ’’. 

“They (the construction bounties) were paid directly to 
the builders in connection with the construction of vessels 
for any account, foreign or domestic”. 

“The extra price paid by the purchaser of French-built 
vessels was to be absorbed by the navigation bounties. 

The French ship-owner was to pay more than world-mar¬ 
ket prices for lYench-built vessels arid the Government 
was to compensate him for the differential, based upon 
the operation of the vessel”. 

LOANS TO SHIPBUILDERS 


(a) “Facilities to enable French Shipowners to build new vessels 

were made available under a law of 1928 by which the 
Credit Foneier was understood to advance annually for 

five years”.. Frs. 200,000,000 

“The Government gua rani ceil the loan and reimbursed 
the Credit Foneier for the loss of interest , but the Gov¬ 
ernment’s obligations on account of interest charges 
were limited to Francs six million each year. Re¬ 
payment was to be made with in 20 years ”, 

“Under Legislation passed in 1929 and 1931, the ma¬ 
ximum amount available for loans was increased to 250 
million francs annually, and the minimum rate of 
interest was reduced to 3 per cent in the case of mail 
vessels and 2 per cent in the ease of other vessel*”. 

( b ) “In 1933 the law' of 1928 was extended for four years with 

the proviso that the total of loans was not to exceed 125 
million francs in any one year. The total annual Gov¬ 
ernment grant towards interest was not to exceed 
four million francs. During the period August 1928 
to December 1936, 88 loans were granted under the 
schemes described above totalling” . . . Frs. 464,000,000 



281 

(c) “The law of 1928 was extended for a further period of three 

years, but loans were not to exceed per year ” . Prs. 110,000,000 

“In May 1938, the annual Government liability in 
respect of interest was raised from four million to twenty 
million francs”. 


Navigation Bounties 

The first French law for the encouragement of mercantile marine 
was enacted in 1881. The payments made thereunder were increased 
12 years later. Moreover by the law of 1902 applicable to iron and 
steel steamers engaged in foreign trade were provided with equip¬ 
ment bounties at the following rates per day in commission, with a 
maximum of 300 days per year. 

“Five Centimes per net ton up to 2000 tons, four centimes for 
each additional ton up to 3000 tons, three centimes for each additional 
ton up to 4000 tons and 2 centimes for each additional ton up to 5000 
tons. This law was further modified inl906 and 1912. 

In summing up this law, Mr. Jones say*‘“the Equipment boun¬ 
ties of 1906 vary with the tonnage of the vessel, days in commission, 
character of propelling power whether suil or steam, speed, quan¬ 
tity of cargo and average daily run. They are paid for the entire 
time the ship is in commission and are not limited to 300 days per 
year as was the case under the law of 1902”. 

GERMANY 

Between the foundation of the new Deutscher Reisch in 1871 and the outbreak of 
World War I in 1914, Germany made giant strides in every direction of economic 
development by an intensive policy of scientific protection and assistance to all in¬ 
dustries and services. Shipping and shipbuilding industries were among the fore¬ 
most of these developments. The Nord Deutscher and the Hamburg America Linie 
challenged Britain’s domination in the high seas trade of the world, in the Eastern 
well as the Western Hemispheres. Their ships built in the ancient shipyards of 
Bremen, Hamburg, Cuxhaven Stettin could match in size and speed, in economy 
and efficiency, in comfort and luxury, any built in Britain, whether for cargo or pas¬ 
senger service. 

In the War of 1914-18 Germany lost, and paid the penalty of defeat by a practical 
destruction of her navy and the surrender of her mercantile marine. Three years 
after that war, the German Government made an agreement with shipowners in 
1921-22 to replace, by the aid of State subsidy, one-third of the tonnage of the Mer¬ 
cantile Marine surrendered under the Treaty of Versailles. The original provision 
of 12 milliard marks was increased by milliard marks in 1922, owing to the deprecia¬ 
tion of the Mark. In 1925 the Government authorised a loan fund of 45 million 
Reisch marks for new construction, which was exhausted by October 1928. 

Subsequent direct financial assistance upto 1932 consisted of a loan of 18 million 
marks in 1926 ; and export credit scheme in 1930 for the building of ships for foreign 
aocount; a Government guarantee in 1932 of a loan of 20 million marks to German 
shipowners; a further guaranteed loan in 1932 of 77 million marks, and a grant in 1982 
of 12 million marks in loans to subsidise the scrapping of some obsolete vessels. In 
1933 loans of upto 45 million marks were authorised for assistance to shipping, and 
these were followed in the same year by a further grant of 20 million marks. 

Since 1933 operating subsidies were paid by the German Government on the 
basis of 3 pfennings per gross ton per day, plus 20 per cent of the wages and salarie 
of the crew, subject to a maximum of 7 -6 marks per gross ton in six months. Thi . 
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was roughly equivatefiUtri 20 imi 25 £fef»eeoW©fthw total wpertetlhgcwsb invfifie case of a 
vesselof'A thousand tons. In 1984 ft was stated'officially that German shipping 
subsidies were necessary, and would be continued so long'as German shipping re¬ 
mained at a disadvantage with its competitors on, the freight market in regard to 
foreign exchange rates. 

Apart from the direct subsidies mentioned above German Government assistance 
included a number of indirect ways of helping>German-shipping, e.g. placing of orders 
through a financial holding company for 18,000 ton passenger liners for the Far East 
service ; measures to enable German shipbuilding yards to quote competitive prices, 
Government making up the difference between British quotations and the lowest 
economic price that the German yards could quote. 

These measures are summarised below in concrete terms :—• 

Loans to Shipowners and Shipbuilders 
Loans to Shipbuilders 

(a) In the early part of 1925, a Loan Fund of Matks 50,000,000 

= $11,900,000 

to be made available for new construction under certain 
conditions was raised. The Basis and the operation 
of the loan were somewhat after the manner of the 
British Trade Facilities Act, the main purpose being 
to decrease unemployment in the German ship-build¬ 
ing industry. Under this plan, loans were granted up- 
to 50% of the construction ptibe agreed upon with the 
shipyard, the remainder being supplied by the buil¬ 
der or the shipowner as the oase might be. 

(4) “As the Government ooeditof 50 uiiHion marks placed at 
the disposal Of shipping firm* early in l926 wa* ex¬ 
hausted in Getober 1920, the Government produced a 
further* scheme of financial assistance under which an 
annual amount of ...... Marks 3,000,000 

=$710,100 

was to be provided during the period’of six years ”. 

Special Facilities and other forms of Assistance 
(a) Rehabilitation Fund: 

A Bill introduced in the Reichstag on July, 11, 1917 
and enacted on November 7,1917, provided funds to 
enable German shipowners to replace vessels that had 
been destroyed by the enemy aetion and to reimburse 
them for expenses incurred by vessels that were in 
foreign ports. 

{b) Reconstruction Fund : 

“In 1921 German shipowners requested the sum of Marks 
from Government with which to replace the fleets that 37,000,000,000 
had been turned over to the Allies or had been lost. 

37,000,000,000 Marks were appropriated for this 
purpose”. 

“In 1921 and 1922 German yards launched 437 ships of 
1,084,000 d.w. tons so that in two years and upwards 
one-half of the 10-years programme had been met, 
although all this construction came under the plan”. 
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JABAN 


From 1868, a new age began in Japan. Government paid close attention to ship¬ 
ping problems. Japan’s experience in her early military campaigns brought home 
to her the importance of maritime transport in war time. From 1897 to 1906 Gov¬ 
ernment subsidies to shipbuilding averaged about 260 thousand yen per annum. 
From 1906 to 1916 this rose to 13 million yen. 

Between 1914-15 and 1930-31 the total operating subsidies budgeted for fluctua¬ 
ted between 8 2 million yen and 13'9 million yen. 

Credit facilities for shipowners and shipbuilding were usually accorded through 
special banks. The authorised maximum of advance by the Industrial Bank for 
shipbuilding, which was 6 million yen in 1930, was gradually increased'until it reached 
30 million yen in 1936-37 apd ope hundred million yen in 1937-38. The Ministry 
of Finance undertook to pay upto 70 per cent or any capital loss in case the loans 
Were nqt repaid. The following concrete summary of these measures would provide 
interesting and instructive illustration of what a State can do to help achieve rapid 
and intensive development m any branch of its national economy. 

Bounty ,for Construction of Ships ; 

(a) “The Law of 1896 granted Japanese shipyards a bounty 
of 12 Yen ($5:88) per ton op vessels fretweep 700 and 
10tj(>.grpijs.tcnu; and 20 Yep ($.9-fWf),Der top op vessels 
of lQftb. grpas tons ppjl upwards- tymnty 

ofiiYpp faro ppwer WWJ granted op 

all engines constructed ip jpppn. Tpe law stipulated 
that Japppese materials only should be used unless 
authority to use foreign materials was granted by the 
Minister of Communications” 

“In the revision of 1909 construction bounties were 
restricted .to steel vessels of at lpa$t lQOj) .gross tons, 
built in Japanese ship-yards, and were based upon type 
of vessels. It varied from 14 Yen to 22 Yen per gross 
ton. The construction bounties.granted from 1897 
to 1907 came to ...... Yen 22,667,195 

=«f11,283,283 

“The construction bounties averaged 366,000 dollars 
annually during the history of this Torn of aid to Up¬ 
building, the years 1912 and I9l3 Were excepted. It 
continued right up to T8f7 


(5) ,f Under its First Scrap and Build Scheme Japan built 31 
new vessels of about 2,00,000 tons gross. The total 
Government subsidy came to . . . -Yen 11,000,000 

==£660,000 


at 1834 rates of exchange. One-fifth of the cost of 
the vessels was paid as pure subsidy. This was fol¬ 
lowed by the Second, Third and Fourth Scrap and 
Build Schemes. The result was that *8 fast vessel* 

.21 , . * c ft * . ,na* _ .. ..a il .... 1 . ^ 


of* Japanese vessels of over 4,000 ; tons gross and less. 
haU five years old wer&bufitwitkthaaicfafdireetaub- 
ddj from the Ja^anese GovwnxaeUt, 

Under the Fourth Schnnyp ^hichjjW^, into oper^tto)^ 
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not less than 6,000 gross tons and of 19 knots speed at 
rates of subsidy approximating in some cases to half 
tho building cost. It was proposed to spend a total 

of over. .Yen 60,000,000 

Jor £ 3,000,000 

at current rates of exchange of this scheme during the 
18 years beginning with 1937-38. 

Bounty for Operation or Navigation of Ships. 

“The law of October 1, 1896, granted Navigation boun¬ 
ties to steel and iron ships owned exclusively by the 
Japanese subjects and plying between Japanese and 
foreign ports.” 

Navigation bounty payments from 1896 to 1899 came 

to . ..Yen 13,133,440 

= $ 6,604,451 

“The Navigation Bounty changes provided by tho new 
law of 1909* in eflcct c< n l ir.eci tl c two fomur tyjes 
of bounty as given under the original law, namely, a 
fixed payment for specific route services and general 
navigation bounties for operation under certain con¬ 
ditions”. 

While the 1896 Act paid 25 yen per ton gross per 1000 miles run 
by vessels of 1000 tons and of at least 10 knots speed, the Act of 1909 
authorised payment of special subventions to Japanese linos opera¬ 
ting in the European, Australian and American trades. The unit of 
subsidy was 50 yen per gross ton per 1000 miles run, by a vessel of at 
least 3000 tons gross with a spoed of at least 12 knots per hour and 
with an age not exceeding 15 years. 

Direct aids to shipping. 

(1) Subsidies (2) Postal Subventions (3) Admiralty Subventions 
and (4) Fishing Bounties. 

Indirect aids to shipping 

(1) Reservation of Coastal traffic (2) Exemption from import 
duties on shipbuilding materials (3) loans to ship-owners (4) Preferen¬ 
tial railway rates (6) Reimbursement of canal dues (6) Exemption 
from port dues and (7) Exemption from taxation. 

II.—Loans to Shipbuilders. 

(а) A Loan Fund of ...... Yen 30,000,000 

=£ 3,000,000 

at the 1929/30 rate of exchange was made available 
for building of ships, but owing to world economic de¬ 
pression that followed, little use was made of this faci¬ 
lity. 

(б) “In addition to providing direct subsidies, the Japanese 

Government had always been ready to provide credit 
facilities for shipping and shipbuilding enterprises 
Tho Government has made arrangements with the in¬ 
dustrial Banks whereby Loans for shipbuilding wer« 
made at low rates of interest, the rate in mid-1937 
being 3-7 per cent, per annum.” 

“The Ministry of F inan ce, adds J. per cent-bringing the 
Banks receipt* rrom interest on suck’foahs tip to 4 • 1 
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cent. The Ministry also undertook to pay to the Bank 

upto 70 per cent of any capital cost in case loans were 

not repaid. Tho system was instituted in 1930 and 

the Bank had been authorised to make loans of this 

kind on certain conditions, upto a maximun of 100 

million yen within four years from 1937-38. The 

loan% may be made only in respect of the building of 

steel •ships of 4,000 gross tons and over and of a speed 

of 13J knots or over, but in exceptional cases may be 

made also in respect the building of cargo ships of 2,000 

tons of over and a speed of 11 knots or over . .Yen 100,000,000 

ITALY 

Italy with her dependence on imports for raw materials, her long coast line, 
and her situation as a transit country, could consider herself entitled to a flourishing 
mercantile marine. Against a lack of coal and of the ores from which steel could be 
made, she could set off an abundance of cheap labour. Before World War I, Italy 
had a system of subsidised contract services, and also navigation and construction 
bounties. In 1926, a new decree fixed subsidies for shipping services for periods vary¬ 
ing from 20 to 25 years according to the importance of the service, the grand total 
for the period 1925-26 to 1945-46 being fixed at 3,205 million lire, equivalent at the 
then rate of exchange to some £25 millions. The amounts were increased by a further 
Act of 1928. From 1929 a series of cont racts was entered into between the Italian 
Government and the Shipping Companies for the operation of specified subsidised 
services to South America, Africa, the Far East, Australia, etc. The Italian budget 
for shipping subsidies for 1934-35 totalled 264 million lire. 

In addition to direct subsidi , credit facilities were made available through 
an Italian Maritime Credit Institution, established in 1928. Under this scheme 
the total of the loan operations for the first three years w;is fixed at one thousand 
million lire. In 1933 a special series of bonds amounting to 200 million lire in the form 
of mortgages was guaranteed by the State. By a decree of 1938 in connection with 
the 5-years shipbuilding plan of 1937, State assistance was provided to shipbuilders 
in the form of duty-free importation of shipbuilding materials and exemption from 
taxes, in respect of shipbuilding contracts and to shipowners in the form of amortiza¬ 
tion grants ; exemption from Income-tax on the earnings of ships covered by the plan 
etc. 

These are all summarised below : 

Bounty for Construction of Ships 

(a) Italy paid from 1886 to 1914 .... .Lire 68,590,335 

These bounties include bounties on boUers, engines and 
auxiliary equipment as well as on hulls. Construction 
bounties are based upon the gross tonnage of the ship, 
the power of the propelling unit (measured by fuel con¬ 
sumption) and the weight of tho engines, boilers and 
auxiliaries. 

(5) Again, Italy’s construction bounty authorizations under 

law of 1926 between 1926-27 and 1937-38 came to . lire 084,000,000 

= $ 35,525,000 

(c) The above authorisations were exclusive of a naval bounty 

of.lire 5,000,000 

“The actual direct bounty provisions of tliis law may be 
summarised, for all practical purposes, as 32 lire ( $1 • 68 
at stabilized exchange) per gross ton for steel hulls, 16 
to 36 lire ($ 5 • 79) per metric ton on auxiliary boilers 
and 120 lire ($ 6-31) per metric ton for auxiliary ma-. 
chinery . . . . . . . . 
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(i d) Italy gave from 1926 to 1936 bounties for shipbuilding* 
the annual appropriations for which have been of the 
order of ...... lire 50,000,000 

(e) The Italian Government have sanctioned early this year 
subsidies totalling about £15,000,090 for the construc¬ 
tion of 260,000 tons of new shipping. Credits will be 
advanced by the Government upto 40% of the cost of 
building new ships including tankers. The profits 
earned from the operation of these vessels will he exem¬ 
pt from income-tax. The ships will not be required to 
carry compulsory cargoes and will not be requisitioned 
during the next five years. Coastal operators are 
also included in the scheme and they will receive 
priority according to the number of ships lost during 
the war 

(‘Journal of Oommeree’ d/31-1-1949). 

(/) Italy paid from 1926 to 1938 as subsidies under this head 

amounts to the limit of. . . . . . lire'684;90O,O00 

=<£ 6,280*000 

Bounty for operation or navigation qf ships : 

Italy paid between 1880 and 1914 as .Navigation boun¬ 
ties ........ lire 806,099,210 

Loans to Shipbuilders 

1928-36. 

Faeilitias-to shipowners for shipbuilding were,provided 
by 2 Organisations. (The Institute of Nqval Credit 
and the Consortium of Banks) by the grant of loans 
to the extent of.£ 13 ,PQQ,G|O 0 

BRITISH DOMINIONS—CANAPA 

These steps were n°t confined to foreign competitors only. Britain’s own Dom¬ 
inions were not backward in imitating her own example and the precedents set by 
other countries. In Canada, for instance. Government discovered that Canadian 
ocean-going vessels were found to be under heavy handicaps in meeting the competi¬ 
tion of more modern and efficient ships flying foreign flags. To overcome this, they 
proposed early this yegf to grant a subsidy with a view to aid Canadian Shipowners. 
The proposals were that the depreciation of the capital cost of either a new ship or of 
mocterriising An old vessel will be allowed over a period of not less than 5 years. A tax- 
free fund out of gbnerdl profits is also to be allowed for tbe replacement of vessels, 
as well as one td cover deferred maintenance arising out of the surveys every four 
years. The Canadian shipowners will also be allowed to ae cumulate depreciation 
in unprofitable years and charge it up in more profitable years. 

(from “Journal of Commerce” dt. 10-2-1949) 

Other Dominions like Apstralfo have ftjso developed their own mercantile marine, 
since 1939, by active Sfofo assistance tifl 1945. 

The. newcomers are the more readily forced to do so, as the countries which now- 
own the bulk of the world’s shipping, apd have established amidst them their own 
industry, to bqild new ships required for the ocean trade, are unwilling to offer to 
other countries upythfog like a fair prqpo.rtiqn of these ships on any reasonable terms. 
Britain herself, for axarqpfo, has recently refused to transfer the surplus British ships 
from the British dtegifttOT fo Jndipq R$gWfor. Jfqf wpuld $he heldIndia to acquire 
them from the Upiithd.SUtefl even though Ufo Gqyerfpnent of ln$a jwere willing to 
facilitate the purc^Mp gpph shjjg fcy the laxity c$ tfiftp. fee Conference 
between Indian and British shipowners'in July 1*4 1 whs wrecked 98 tf* same rooks. 
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PART IV 

Post-war Shipping Needs of India 

We have adduced examples just to show that the claims here made on behalf 
of India are hacked by abundant and respectable authority. With such example 
before her, with a long coastline of her own, and a considerable overseas trade 
India cannot but feel the need of an adequate, efficient and economical mercantile 
marine of her own. Says the Policy Committee No. 4-C on Shipping, appointed 
by the now defunct Department of Planning and Development of the Government 
of India :— 

“ For a juntry of its size, the length of its coastline and its strategic position 
athwart one of the world’s main sea routes, India possesses a distres¬ 
singly small number of deep sea ships which at the outbreak of war 
stood at no more than 30 with a total of less than 150,000 tons gross. 
India’s weakness in this respect has long been recognised and the 
Government of India are pledged to a policy of assisting in the deve¬ 
lopment of an Indian Mercantile Marine. So far, however, the action 
taken to implement this undertaking has been limited to the estab¬ 
lishment of the “Dufiferin” for the training of executive officers, 
the provision of special facilities for the training of marine engineers 
and to using Government’s good offices to promote a settlement 
between the Indian and British companies operating on the coast, 
with regard to the division of the available trade between them. 

The vulnerability of India’s position has been revealed by the stress of 
wartime conditions, but by no circumstances more glaringly than 
by her inability to find adequate shipping from her own resources 
to provide for the transport of the food supplies required by her. 
The rectification of this state of affairs should be one of the immediate 
post-war objectives, not only for commercial reasons but also because 
the development of the Royal Indian Navy necessarily implies the 
concurrent development of the merchant navy. 

The acquisition of an adequate share in the world’s carrying trade should 
be the aim of our post-war shipping policy and to this end steps 
should be taken to secure for Indian shipping— 

( i ) an increased share of the coastal trade including trade with Ceylon 

and Burma (The present share is estimated at between 20—30 
per cent.) ; 

(ii) a substantial share in the near trades, e.g., Persian Gulf, East Africa, 

Malaya and Dutch East Indies ; and 

(in) a fair share in the Eastern trades, especially those trades of which 
Japanese shipping will have been dispossessed ; 

(iv) a fair share also in the trade between India, on the one hand, and the 

U. K. , the Continent of Europe and North America on the other; 
and 

( v) in order to give maximum relief to the railways, a number of steps: 

have been taken to ensure the fullest utilization of country craft 
and to prevent wasteful competition between country craft and 
steamers. As India may have to look to all forms of transport to 
sustain her economy in the post-war era the continued development 
of country craft will have to be considered. Co-ordination of steam¬ 
er and country craft services is an essential part of this development 
subject to due regard being paid to the different needs served by 
steamers and country craft 
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Reconstruction Policy Sub-Committee on Shipping 

In pursuance of the above Policy, a Sub-Committee was constituted in Novem¬ 
ber 1945 under the Chairmanship of Sir C. P. Ramaswami Aiyar, with the following 
terms of reference : 

“ To consider the Departmental Statement of Post-war Shipping Policy, 
and in the light of that statement and all relevant considerations, 
to recommend— 

(1) what would be a suitable tonnage target for Indian shipping, to be 
attained within a period of five to ten years ; 

(2) what percentage shares of the maritime trade of India and other trades 

in which India is interested, both coastal and overseas, cargo and 
passenger, should be secured for Indian shipping ; and 

(3) what measures should be taken— 

( a) to regulate the shipping industry with a view (i) to preventing the 
formation or establishment of combines or monopolies or excessively 
large units (ii) to ensuring that the number of shipping companies 
is no larger than economically adequate, 

(b) to ensure a fair and equitable distribution, among existing companies 

and those yet to be established, of trades which may hereafter 
be secured for Indian shipping. 

The Sub-Committee will be competent to make such other recommendations, 
as seem germane to the subject 

The Sub-Committee in their Report , submitted in March 1947, and approved 
by the Policy Committee, made the following recommendations :— 

(1) “ The concensus of opinion is that to carry the Cargo amounting to more 

than ten million tons a year and about three million passengers, India 
needs two million gross tons of shipping. This figure does not include 
country craft”. 

(2) “ We recommend that hundred per cent of the purely coastal trade 

of India, seventy-five per cent of India’s trade with Burma and Ceylon 
and with the geographically adjacent countries, fifty per cent of 
India’s distant trades and thirty per cent of the trades formerly 
carried in Axis vessels in the Orient should be secured for Indian 
Shipping in the next five to seven years.”. 

>3) (a) “ As the Indian shipping industry is still very young, we feel that 
emphasis should now be placed on how Indian Companies could ex¬ 
pand their fleets, and we have, therefore, stated that it is not possible 
at this stage to define what an “ economically adequate unit ’’would 
be so far as this industry is concerned. It would not be desirable 
to fix a tonnage limit for Indian Shipping Companies, nor would 
we recommend the imposition of any restriction on them with reference 
to their capital structure. But, as we are anxious to prevent mono¬ 
polistic exploitation, we have recommended that the Indian Shipping 
Board should be empowered to control deferred rebates, rate-cutting 
and all other evils arising from monopolies. 

(b) Equitable division of trades between Indian Shipping Companies is 
essentially a matter of detail to be settbd by the Companies themselves. 
If the Companies, however, fail tp come to an agreement, Government 
should evolve suitable measures for the fair and equitable distribution 
of the different trades ”. 



In regard to State aid the Sub-Committee recommended “ that the Govern¬ 
ment of India should give financial aid to that section of the industry which partakes 
in India’s Overseas trade. As the licensing system recommended by us would na¬ 
turally limit the tonnage operating on the coast, this portion of Indian Shipping 
need, not necessarily be financed by the State Aid 

The Sub-Committee further recommended “ in order to implement our recom¬ 
mendations it is vital that the Government of India should take immediate steps 
to set up a Shipping Board. The Shipping Board should be the spear-point of policy 
locally and internationally, and should have powers to licence Coastal vessels and 
to submit to Government proposals for the removal of all evils of monopolistic 
exploitation ”. 

The Government of India, by their Resolution No. 172-M-l(25)/47, dated 
the 12th July 1947, fully endorsed the view of the Committee that India like other 
Important maritime countries must adopt a dynamic policy with regard to her Ship¬ 
ping, and re-affirmed the Departmental statement on Post-War Shipping Policy. 
The Government of India, after careful consideration of the Report, summarked 
their conclusions on the recommendations in the Report as under :— 

“ The Government of India agree that the definition of ' Indian Shipping ’ 
as shipping owned, controlled and managed by Indian nationals, 
would be the ideal one and should be the ultimate objective. The 
Government of India, considering the conditions, then prevailing 
felt that the criteria to be satisfied by Companies to qualify them for 
treatment as ‘ Indian Shipping Companies ’ should be as follows ;— 

(а) The steamers of the companies should be registered at a port or 

ports in British India; provided that where Government are 
satisfied that any Company is prevented from complying with this 
condition by circumstances beyond its control, it may bo modi¬ 
fied suitably; 

(б) At least 75 per cent of the shares and debentures of the companies 

should be held by Indians in their own rights ; 

(c) All the Directors should be Indians ; 

(d) The Managing Agents, if any, should be Indians. 

The Government of India added that any Company, which found it difficult 
to comply with any of the above conditions, might apply for Government’s specific 
approval to its being treated as an Indian Shipping Company. 

With regard to the shares to be secured for Indian Shipping in the various 
trades, the Government of India declared that it was their intention to assist Indian 
Shipping as far as possible in securing the shares recommended by the Sub-Com¬ 
mittee. 

The Government of India accepted in principle the recommendation of the 
Sub-Committee that a Shipping Board should be set up and agreed generally with 
the Committee’s proposal regarding its functions. 

A system of licensing and control, although of limited duration anl scope* 
bad been introduced in the Coastal trade, and the Government of India considered 
that these arrangements could ultimately lead up to the more comprehensive sys» 
icm recommended by the Sub-Committee. 
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Failure of the London Conference 

The Government of India accepted the Sub-Committee’s views that the deve¬ 
lopment of Indian Mercantile Marine would be facilitated if an understanding on 
the subject could be reached with the British Government and British shipping 
interests. A Conference of British and Indian shipping interests was accordingly 
held in London in July 1947. The Indian representatives tried to secure a share 
in the country’s overseas trade when they were confronted with the question 
whether they had the ships to carry the share of the trade which they sought to 
secure. We did not possess the requisite tonnage and the British interests were 
not prepared to help us by selling us some of their ships. In the face of the British 
attitude of “ no ships no share in trade ”, the negotiations could make no progress 
and the Conference dispersed without achieving any results. 


Government reaction — Shipping Corporations 

The Resolution of the Government of India was followed by a Conference of 
Shipping Interests held in Bombay on 3rd November 1947, at which the then Com¬ 
merce Minister, the Hon’ble Mr. C. H. Bhabha, in explaining the Shipping policy 
of the Government of India as declared in the above Resolution, observed inter 
alia that as an interim measure the Government had taken the following prelimi¬ 
nary steps :—• 

(i) Some of the Indian Shipping Companies had been encouraged and assisted 

in procuring tonnage from the U.S.A. by the provision of foreign ex¬ 
change on a considerable scale and such other administrative action 
as lay in the Government’s power to take ; 

(ii) Government had formally accepted the tonnage targets laid down by 

the Sub-Committee, and also the principle relating to the reservation 
of Coastal Trade for Shipping Companies borne on the Indian Re¬ 
gister ; 

(iii) That his predecessors in office had set on foot some negotiations with 

the U. K. Government for the sharing of coastal and overseas trade 
on an agreed basis, which negotiations had led up to a Conference 
in the U. K. between the British and Indian Shipping Companies, 
which had failed to yield tangible results. 

The Commerce Minister referred to two fundamental defects in our shipping 
position, namely : 

(1) Shortage of tonnage, and 

(2) Shortage of trained man-power, and told the Conference that the Govern¬ 

ment’s constructive approach to the problem implied : 

(а) firstly, an immediate planned attack on the above basic weaknesses of 

our shipping position, and 

(б) secondly, such legislative and administrative action as might be 

necessary to safeguard the interests of Indian Shipping both in 

Indian and foreign waters. 

As regards the question of shortage of tonnage he referred to the volume of trade 
to be carried, namely, ten million tons and three million passengers a year, and the 
tonnage target of two million tons which had been accepted by Government, 
&nd which latter, he observed, could be achieved in two practicable ways, namely : 

(1) either by building in India or abroad , or 
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(2) by acquiring such tonnage as might be available from the TJ.S.A. or other 
countries. 

After examining the possibilities of the above courses, the Commerce Minister 
observed that Government felt that the required additional tonnage must be secured 
from the Maritime Countries of the West which might have surplus ships to offer us. 
Government were aware that very few of the Shipping Companies in this country 
had the resources to buy a sufficiently large number of ships that might be found 
available, and it had been increasingly borne in upon Government that if at that 
stage of the development of the Shipping Companies in this country Government 
had to rely on private enterprises, the growth and development for our Mercantile 
Marine would be disappointingly slow. The Government of India had therefore 
come to the conclusion that their new Shipping Policy must be broadbased on the 
active co-operation of the State with enlightened private enterprise in an endeavour 
to secure for India her rightful place among the Maritime Nations of the world. 

This new policy, Government felt, necessarily involved the setting up of a new 
pattern of organisatioh where the State would have an effective voice in the 
shaping of policy as well as in such major administrative decisions as might be 
necessary from time to time to give effect to that policy ; and the Commerce Minister 
set forth the broad outlines of that policy as under :— 

(1) Government should immediately take the initiative in establishing two or 

three Shipping Corporations. 

(2) In each Corporation, in order to secure and retain effective control , Gov¬ 

ernment should contribute not less than 51% of the total capital. 
The balance would be subscribed either wholly by an approved exist¬ 
ing Shipping Company or partly by such Company or partly by the 
public. 

(3) Government would be entitled to nominate a number of Directors on 

the Board of Directors of the Corporation proportionate to the share 
of the total capital subscribed by them. 

(4) No private Company would be associated with more than one Corporation 

and where no one existing company was found suitable, participa¬ 
tion by a group of companies would be permitted. 

(5) A Company, or group of companies, so associated would act as Agents 

of the Corporation under the control of the Directors of the Corpora¬ 
tion < n such terms and conditions as might be stipulated in the Agency 
agreeement; ordinarily 100,000 tons would be regarded as the optimum 
. tonnage for operation by each Corporation. 

The Commerce Minister observed that the objectives underlying the Govern¬ 
ment proposals were to ensure the rapid expansion of Indian-owned tonnage and 
the development of the Indian Mercantile Marine on sound, healthy and nationally 
acceptable lines, and he was convinced that it was only an organisation of the type 
as outlined above that could achieve this objective. H further observed that 
in still backward maritime country like India it was only a Government-controlled 
organisation that could pull its full weight in the private highly organised maritime 
economy of the world, and that it was only such an organisation that, by revealing 
Government’s direct interest in this branch of transport, could : 

(n) encourage the flow of private capital and diversion of private enterprise 
to Shipping services, 

(b) eliminate unhealthy competition between Indian companies in the same 
trades, and 
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(c) prevent the establishment of private monopolies. Government felt that 
the association of private capital and of the operation and ma¬ 
nagerial experience of established private companies with the pro¬ 
posed corporations would reduce the risks to be taken by the corpo¬ 
rations in what in normal times was considered hazardous venture 
and would help towards efficient and economical management. 

In placing the above scheme before the Conference, the Commerce Minister 
ended his speech with the following pregnant observations stressing the Govern¬ 
ment’s goal and pledging their steadfast progress towards its attainment, at the 
same time impressing upon the industry how Government expected it to play 
its part in the projected venture in co-operative enterprise :— 

“ I hope I have said enough to convince you that Government are not obli¬ 
vious of their responsibilities in the matter, and that in spite of their 
many worries and anxieties and major distractions they are moving 
steadfastly towards their goal. The pace may appear slow to many 
of you, and the goal may be only dimly visible in the horizon, but 
we must be on our guard against any hurried moves or any false 
steps taken in a huff. We must make the basic foundations of our 
Shipping Industry secure against attack both from within and without, 
and it is only a co-operative structure, based on the active guidance 
and co-operation of the State, that can withstand such attack. 

“ The organisation that we propose for the Shipping Industry of the future 
will, I trust, provide the nucleus of such a co-operative structure. 
Whether or how this structure will grow and develop will depend 
largely on our capacity and character. For, in shipping as in all 
other industries, it is the quality of the Nation that alone constituted 
the ultimate guarantee of progress ”. 

The scheme was carefully examined by the Indian shipping interests who ap¬ 
proached it with considerable hesitation and grave doubts as to the chances of a 
State-owned organisation proving successful as a commercial and business propo¬ 
sition. It was generally felt that a scheme of loans at low interest for the acqui¬ 
sition of tonnage combined with operational subsidies would be more appropriate 
in the conditions obtaining in this country. It however, appeared that Government 
would not entertain any proposal that involved the grant of loans, and eventually 
o'Ome of the leading companies decided to participate in the project. 

The following set-up has been evolved since, namely : 

(a) that three corporations should be set up each with an authorised capita 

of Rs. 10 crores, to be subscribed in the following proportions :— 

(1) 51% by Government : 

(2) 26% by the Shipping Company, or block of Companies, which 
would be entrusted with the Managing Agency of the Corporation: 

(3) 23% by the public. If the share of the public contribution did not 
materialise, the same would be provided by Government. 

(b) The operational distribution of trades between the corporations would 

be as under :— 


The First Corporation : 

India/Persian Gulf. 

India/Red Sea and Egyptian Ports. 
India/China and Japan. 
India/Australia. 
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The Second Corporation: 

India/America. 

India/Malaya and the Straits. 

The Third Corporation : 

India/East and South Africa. 

India/U. K. 

So far arrangements have been completed in the case of only one eorpor ation 
namely, the first of the three mentioned above, and its operations have commenced 
With the Scindia Steam Navigation Company, Limited, as the Managing Agents. 
The other two corporations are still in the negotiation stage, the factor mainly res¬ 
ponsible for the delay being the difficulty experienced in raising the capital required 
apart from Government’s contribution. In formulating this project Government 
had expected that their direct interest in the industry would encourage the flow of 
private capital to it. This expectation has not been realised. For reasons into 
which it is unnecessary to enter, the prevailing shyness of private capital, which 
has held up the planned industrialisation of the country in other directions, has 
also been responsible for the unfortunate predicament of the Shipping Industry. 
It is difficult to say how long it would take conditions in the country to return to 
normal and for private capital to recover confidence sufficiently to be attracted 
to the Shipping Industry. In the meantime, since in the interests of the country 
it would not be advisable to allow the growth of the Shipping Industry to be held 
up for the above or other reasons, it seems that both the Industry and the Gov¬ 
ernment must put their heads together and evolve other practical ways of achiev¬ 
ing their common objectives. The sections of this memorandum under the head 
“ Charter of Rights ” and “ Declaration of Policy ” will be found to contain some 
helpful indications. 

The Three Corporation Scheme covers India’s trades with countries of all Con¬ 
tinents each dealing with two Continents e.g., 

I. Asia and Oceania 

II. Europe and Africa 

III. North and South America. 

It is very scientific in character as shown by the following table bearing on the last 
pre-war year exports from the 16*natural geographic regions of the world on the 
basis of their similarity of climate, production, contiguity or political association. 

Indian Tonnage Targets in Trade of . adia with Sixteen > > M 

Dollars. 


(1938) 



Regions 

Total 

trade 

$000,000 

Gross 

Tonnage 

Target 

No. of 
Steamers 
of 7000 

G. R. T. 

1. 

Tropical Agricultural and Mineral—South 

East Asia ....... 

40 

55,000 

8 

2. 

Agricultural and Industrial — Japan, Korea 
and Formosa ...... 

91 

125,000 

18 

3. 

Agricultural—China and other Continental Asia¬ 
tic countries ...... 

87 

120,000 

17 


* Temperate-Tropical Agricultural and Industrial Region of India, Burma and Ceylon 
forming as a result of historical association a compact unit oovered by the Indian Coastal 
trade, nas been omitted from this table. 
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No. of 



Regions 

Total 

Gross 

Steamers 


trade 

Tonnage 

of 7000 



$000,000 

Target 

G.R.T. 

4 . 

Agricultural — Oceanic Islands 

23 

30,000 

4 

5. 

Agricultural—Industrial— Northern, North 
America ....... 

11 

15,000 

2 

6. 

Agricultural — Industrial U. S.A. . 

95 

130,000 

19 

7. 

Mineral Producing— Latin America 

3 

7,000 

1 

8. 

Tropical Agricultural —Latin America 

9 

10,000 

1 

9. 

Non-tropical Agricultural — Latin America 

18 

25,000 

4 

10. 

Industrial— Continental Europe . 

259 

355,000 

50 

11. 

Agricultural—Continental Europe 

22 

30,000 

4 

42. 

Industrial and Agricultural—Non-Continental 
Europe ....... 

383 

530,000 

76 

13. 

Agricultural and Industrial—Union of Soviet 
Socialist Republic of Russia .... 

1 

7,000 

1 

14. 

Temperate Agricultural Zone of North 

Africa . . . . . r . . 

7 

10,000 

1 

15. 

Tropical Agricultural Zone of Africa 

44 

60,000 

9 

16. 

Mining Zone of South Africa .... 

14 

20,000 

3 


Total . 

11,07 

1,529,000 

218 


iY. B .—There figures of 1938 present a picture of India’s trade position then. Trades 
with different groups of countries have since materially altered, e.g., as withU.S.A. 
By 1919, the total trade has tended to approximate the pre-war figure and the 
target is adequate to moot tho requirements of India’s trades when returned to 
normaley. 

The above regions are covered Ss under :— 

First Shipping Corporation : 

Asia and Oceania : 




Exports 

1938 

;$ 000,000) 

Export 

Per¬ 

centage 

(1) 

Tropical , Agricultural and Mineral — South-East- Asia, 
consisting mainly of Siam, British possessions in Malaya 
and Borneo, French Irido-China, Indonesia and 
Philippines ........ 

1,000 

4-6 

(2) 

Industrial and Agricultural Region of Japan, 

Korea and Formosa ...... 

817 

3 -7 

.(3) 

Agricultural—China and other Continental Asiatic 
countries, including those of the Middle East . 

787 

3-6 

(4) 

Agricultural— Oceanic Islands comprised mainly of Aus¬ 
tralia and New Zealand ...... 

776 

3-5 



3,380 

15 ’4 
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Second Shipping Corporation : 


Europe and Africa : 




Exports 

1938 

($000,000) 

Export 

Per¬ 

centage 

(5) 

Industrial — Continental Europe consisting of the follow¬ 
ing countries, viz., Austria, Belgium, Luxemberg, 

Czechoslovakia, France, Germany, Italy, Netherlands, 
Sweden, Switzerland ...... 

6,173 

28-2 

( 6 ) 

Agricultural — Continental Europe made up of the follow¬ 
ing countries, viz., Bulgaria, Denmark. Estonia, Finland, 
Gibraltar, Greece, Hungary, Aegean Islands (Italian), 
Latvia, Lithuania, Malta, Norway, Poland—Danzig, 
Portugal, Rumania, Spain, Turkey, Yogoslavia . , 

1,895 

8-6 

(7) 

Industrial and Agricultural — Non-Continental Europ 
made up mainly of the United Kingdom and Ireland 

2,410 

11 0 

(S) 

Agricultural and Industrial—Union of the Soviet 
Socialist Republics 

25-7 

1-2 

( 9 ) 

Temperate Agricultural zone of North Africa consisting of 
Egypt, Libya, Algeria and Morocco .... 

17 

1-9 

(10) 

Tropical Agricultural zone of Africa consisting of the 
island of Madagascar and all countries betweon North 
Africa as defined above and South Africa as defined 
below: 



(11) 

Mining Zone of South Africa including the Union 
of South Africa, Rhodesia and Nyasa’ nd . . . 

236 

1 1 



11,356 

537 


Third Shipping Corporation : 




North and South America : 



(12) 

AgriculturcUIndustrial-Northern America containing 
Canada ........ 

915 

4-2 

(13) 

Industrial-Agricultural — United States of America 

3,112 

14-2 

(14) 

Mineral-producing Latin America consisting largely of 
Mexico Colombia, Ecuador, Peru, Chile, Bolivia, Venezuela 
and the Guianas ....... 

834 

3 -8 

(15) 

Tropical Agricultural — Latin America consisting mainly 
of Brazil, South of the Equator, and Central America 
in the North ........ 

677 

3-1 

(16) 

m 

Non-tropical Agricultural—Latin America, covering 
Argentine, Paraguay and Uruguay .... 

510 

2-3 



6,048 

27 -6 


Grand Total 

21,517 

100 0 


•This first region for jus as a result of historical associations, a Compact unit, covered, in shipping parlance, 
the Coastal Conference concerning them. 
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Indian capital for Indian shipping 


The extent to which a nation may industrialise primarily depends on its capit 
resources. Capital is the life blood of trade and industry. It would, therefore, 1 
in the fitne33 of things if, at this juncture, a brief survey is held of the capit 
investment of our country. 

It is commonly alleged that Indian capital is shy for investment in the mode’ 
productive industry worked by power-driven machinery on a large scale, and e 
gaged in large scale production as much for home consumption as for export. T1 
direct contact between the producer and the consumer, which was characterist 
of the days when these industries were working on a relatively small scale for know 
local market has disappeared ; and production has become more and more for £ 
indefinite market, whether within or outside the country. The average India 
capitalist of these days with relatively smi.ll amount to invest fought shy of su< 
investment mainly because he was unfamiliar with the technical side of the ns 
typo of industry. The marketing of its produce, likewise, or the business side 
that industry was under conditions also unfamiliar to him. The one guarantee 
success in competition was lacking for Indian enterprise in industry, as the foreign 
was more favoured. 

In the early d iys of British rule in Tndia, therefore, Ind ; an capital kept aw. 
from the newer type of Industry, and confined itself to the easier role of fipaneb 
local, small scale industry, or conducting local trade. 

In proportion, however, as the nationalist consciousness grew, and more at 
more Indian enterprise came forward to take charge of n >w industry, loc 
capital was slso attracted in small doses. With a modicum of protection sin 
1923 to such enterprise in selected industry, capital investment began to expan 
Figures given elsewhere* indicate the investment of capital in the leading Indu 
industries. Most of this is Indian capital, though foreign and particularly Briti 
investment in India,n industry has not disappeared. Indian capital inyestme 
in modern industry is steadily expanding since 1923, though even now it is not 
proportion to the vast leeway to bo made up, and the immense resources aw. .iti 
development. 

Whether Indian, capital is still shy is difficult to decide in the absence of ac 
quate data on the subject. The volume of total investment in all kinds of joi 
stock companies, registered in India, and having rupee capital, in 1937-38, w 
given at Rs.851 4 21 crore3 authorised, of which Its. 279 4 17 crores was paid i 
These figures are ten years out of d’.te. According to a careful inquiry made 
the Report of the Sub-Committee on Industrial Finance, appointed by the Natioi 
Planning Committee, for 1,024 companies registered in Indie, with Rupee.Capi 
'in 11 principal industries including Railways, but not Shipping, there was a to 
paid up capital of 352-22 crores at the end of 1946-47. But even in 1937-38, t 
total number of Registered Companies in India was, according to official statisti 
11,372 ; so that the above figure of Joint Stock Companies at work in India 
presents not even a tenth of the total such enterprise. In addition, there were 
1937-38, working in India, but registered outside India, 884 companies with a p; 
up capital of £127-883 millions, equal to Rs. 1180-34 crores. Even assuming tl 
foreign investment has in recent years declined mostly by transfer to Indian own 
ship,—the capital actually invested in Joint Stock industrial enterprise cannot 
less than Rs. 1500 crores ; probably much more. Add to it, the capital employ 
by individual or partnership ventures, in small and large scale industry and busim 
the aggregate cannot be under Rs. 3,000 crores without reckoning the fixed s 
demand deposits in banks aggregating nearly Rs. 1000 crores. This is not a ne] 
gible figure. 


* See Appendix VII. 
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The institutions and devices, moreover, which help to mobilise and collect the 
available capital for investment as soon as it is formed and direct such capital into 
appropriate channels, are also in an elementary stage, still, in this country. Banks- 
and credib facilities are confined to a small section- The predominence, moreover,, 
of finance capital rather than investment capital discouraging an adequate vol¬ 
ume of permanent investment in relatively less profitable enterprise is unavoidable. 
To correct these our inherited handicaps, and to discover, mobilise and employ all 
available as well as new capital that is being formed, specialised institutions, de¬ 
vices, and properly trained personnel are necessary. The institution established 
last year by the Government of India of an Industrial Finance Corporation, spe¬ 
cifically designed to provide industrial finance is an example of the progress neces¬ 
sary, if this initial handicap is to be effectually removed. If adequate investigation 
is made of the sources of capital and of the capital still remaining unemployed, or 
locked up in ornaments and jewellery by the richer classes of Indian society, and 
effective steps taken for its investment, a comprehensive plan of intensive indus¬ 
trialisation may not suffer for lack of the necessary capital. 

It may further be added that, according to the Resolution on Industrial Policy, 
passed by the Constituent Assembly on April 6, 1948, lack of capital cam be remedied 
by attracting foreign capital on fairly liberal terms for investment in Indian industry 
or enterprise. 

“ The Government of India agree with the view of the Industries Conference 
that, while it should be recognised that participation of foreign capital and enter¬ 
prise, particularly as regards industrial technique and knowledge, will be of value to- 
the rapid industrialisation of the country, it is necessary that the conditions under 
which they may participate in Indian industry should be carefully regulated in the 
national interest. 

“ Suitable legislation will be introduced for this purpose, and such legislation 
will provid? for the scrutiny and approval by the Central Government of every in¬ 
dividual case of participation of foreign capital and management in Industry. It 
will provide that, as a rule, the major interest in ownership and effective control 
should always be in Indian hands, but power will be taken to deal with exceptional 
cases in a manner calculated to serve the national interest. In all cases, however,, 
the training of suitable Indian personnel for the purpose of eventually replacing 
foreign experts will be insisted upon- 

I 

“ The Government of India are fully alive to their direct responsibility for the 
development of those industries which they have found necessary to reserve ex¬ 
clusively for State enterprise. They are equally ready to extend their assistance to- 
private or co-operative enterprise in the rest of the industrial field, and in parti¬ 
cular, by removing transport difficulties and by facilitating the import of essential 
raw materials to the maximum possible extent. 

“ The tariff policy of Government will be designed to prevent unfair foreign 
competition and to promote the utilisation of India’s resources without imposing 
unjustifiable burdens on the consumer. The system of taxation will be reviewed 
and re-adjusted where necessary to encourage saving and productive investment 
and to prevent undue concentration of wealth in a small section of the population- 

“ The Government of India hope that this elucidation of their intentions on 
fundamental aspects of industrial policy will remove all misapprehensions, and 
they are confident that a joint and intensive effort will now be made by labour, 
capital and the general public, which will pave the way for the rapid industrialisation 
of the country ”. 

For the particular industry and service, viz. shipping and shipbuilding, with 
which this Memorandum is specially concerned, lack of capital could not be urged 
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as having been responsible for its limited beginnings in 1919 and 1941 respectively. 
The largest steamship company of this country was floated with a fairly adequate 
paid-up capital in the first instance for the coastal trade. And when the ruthless 
competition of the foreign concern operating in Indian waters brought heavy and 
repeated losses, a considerable portion of that capital was cheerfully written off 
to meet these losses. The investor did not hesitate to bear this sacrifice rather 
tb'n see a vital national enterprise die out for lack of life-blood needed for main- 
training that enterprise. It was a struggle of the lion and the mouse, in which the 
ion had at last to cry for quarter, not because its strength was exhausted, or be. 
cause it was ensnared ; but because of the equally determined front put up by the 
mouse, i.e., the Indian Capitalist. As the wind began to turn on account of extrane¬ 
ous reasons, and not because of any special encouragement, assistance, or protection 
by the then Government of the country, the Indian enterprise naturally sought to 
make good its footing. The new capital required for expansion of the service and 
taking the increased share in the coastal trade of the country as well as venturing 
farther a field, was readily raised in the shape of additional shares. 

Even when it started the basic industry of ship-building it got hardly any sup¬ 
port or assistance from the Government of the land except what the unavoidable 
necessities of the war forced upon them to concede. The Indian investor was able 
to provide capital needed to make a reasonable beginning, in a relatively virgin 
field, so far as modern type of ocean-going ship-building was concerned. 

The handicaps upon Indian construction of fairly large-sized cargo vessels or 
liners suitable and economic for overseas trade, were evon more than on merely 
operating ships bought or chartered from abroad. Nevertheless Government 
moved not a finger to help it to tide over the initial difficulties. 

Since the war, and particularly because of the conditions in the post-war world, 
in India and outside, Indian shipping is meeting with adverse times. The heavy 
cost of replacement of sliips lost during the war, the increased labour and material 
costs, and the immense wastage of time through delays occasioned by dock conges¬ 
tion etc., have increased the operating costs enormously, and the working of the 
enterprise means heavy and recurrent losses. Notwithstanding the losses and 
still more losses, if timely and adequate assistance were given by the Government 
of the country, which now lias not even the excuse of being alien in complexion or 
sympathy, on the lines and precedents provided by other countries under similar 
situations, there is every reason to believe that Indian shipping enterprise and 
modem shipbuilding industry would continue to keep its head above water, and 
make its contribution to the general progress of the country’s industry, commerce 
and national security. 

With regard to foreign capital and the Shipping Industry, it would be realised 
that by the very nature of things Shipping is not on the same footing as the other 
industries. Whereas the Constituent Assembly by their Resolution of the 6th 
April 1948 welcomed foreign capital in aid of Indian Industries, the same source 
needs to be sedulously kept out so far as the shipping industry is concerned. Ship¬ 
ping is a National asset, much more than any other industry, both in times of peace 
and war, and should therefore be made to thrive on national resources only whether 
private, public or governmental. 

It is earnestly hoped that the Commission will give their most active and sym¬ 
pathetic consideration to the suggestions regarding shipping finance offered in the 
Sections on “ Our Charter of Rights ” and “ Declaration of Policy ” and make 
favourable recommendations which would support, maintain and expand this vital 
national industry to its fullest legitimate proportions. 
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Training of Technical Personnel of the Shipping Services and Establishment of 
Nautical College, Apprenticeship, etc. 

The immediate goal of the Shipping Industry in India as envisaged by the 
Shipping Policy Sub-Committee, and the Government in their subsequent pronounce¬ 
ment is to reach a gross tonnage of two million tons in the next 5/7 years. Tnis 
expansion on a large scale would naturally necessitate the procurement of suitable 
technical staff to man the steamers. It is not possible to give at this stage an exact 
estimate of the number of officers that would be required both above and below 
deck. It is, however, estimated that at the very least about 1,500 certified Deck 
Officers and 1,000 certified Engineers would be the immediate demand during this 
critical period. The Government foresaw this huge demand and to meet it very 
wisely appointed a Merchant Navy Officers’ Training Committee under the aegis 
of the Ministry of Commerce in October 1947. This Committee, under the Chair¬ 
manship of Capt. H. L. Davis, submitted its report to the Government on the 20th 
December 1947. 

The recommendations of this Committee have been adopted by the Govern¬ 
ment and a Nautical College has been established at Bombay to train Executive 
(Deck Officers). The Government have also instituted a Marine Engineering Col¬ 
lege at Bombay and Calcutta and there is a proposal to open further Nautical and 
Marine Engineering Colleges at Vishakapatnam and Cochin. These colleges would 
no doubt provide officers to the Merchant Marine in due course of time. This, of 
course, will not fulfil our immediate needs and to obviate this difficulty the Govern¬ 
ment encouraged the steamship owners to take direct apprentices. They also- 
started pre-sea training courses for educated young men to be taken up as direct 
apprentices. 

It would, therefore, appear that adequate provision has been made to supply 
to the Industry their requirement in the shape of Executive Officers and Marino 
Engineers. 

So far as the training of the Deck and the Engine Room Crew is concerned, 
there do not appear to be concrete proposals from the Government in this behalf. 

There is, however, no doubt that India has a fine batch of men in their sea¬ 
faring community. Despite the fact that a large number of them have to be en¬ 
gaged as compared with foreigners, their lower wages more than compensate for 
their numerically high number, leaving a balance in their favour in the bargain. 
In so far, however, as the charge is well grounded, the fault lies not so much with the 
capacity of the sailor, but with his general condition of insufficient education and 
training. The usual conditions of work, and the general habits and customs of the 
people also do not make for over-zeal or efficiency. Plant and machinery which 
in many cases are worn out or obsolete, naturally do not yield comparable results. 
The continued domination of an alien race for over a century, and ceaseless exploita¬ 
tion of the land and its people for another’s benefit has engendered a feeling of in¬ 
difference which unconsciously colours the thought and work and general attitude 
of all classes of our people. The sailors share that sentiment in their own way and 
apply it all unconsciously to their work. They lack a sense of identity of interests 
in their employment ; and so cannot put out the best that lies in them. The war¬ 
time experience, however, of modern enterprise established in this country under 
American management showed that, man for man, and with comparable conditions, 
the Indian worker was able to yield the same results as his American prototype. 
It gives sufficient ground to hope that, with improving conditions of work, the 
Indian sailor would show the same or comparable efficiency as his prototype in other 
countries. 

It is to be hoped that Government, will bring out a suitable scheme for the 
training and eduoation of the Indian-seameq at an early date.., 
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With regard to the absorption of Apprentices by Shipowners, it would not bo 
out of place to mention that the capacity of a ship both as far as the living quarters 
and of the lifeboat is concerned is limited. Shipowners are, therefore, perforce 
compelled to enlarge this accommodation on their existing tonnage at consider¬ 
able expense to meet the wishes of the Government in this behalf. It would, there¬ 
fore, be in the fitness of things, if, in the interests of the nation as a whole Govern¬ 
ment would consider sharing this expense with the shipowners. In considering this 
suggestion the Government may kindly bear in mind that the shipowners have to 
spend, at the present day rates of wages and prices, something over Its. 15,000 on 
the maintenance and education of each apprentice, during the period of his apprentice¬ 
ship, i.e., four years. This expenditure, of course, is extra to that which the ship¬ 
owner has to bear in ^ rcviding living and life-boat accommodation for the appren¬ 
tices. 

Whilst on the subject of apprentices, it may be mentioned that various steamer 
companies have their own forms of Indenture. It has been repeatedly brought to 
the notice of the Government that there be a common form of indenture so that the 
apprentices are attracted equally to all the lines offering this facility. 

Inland Water, Transport Industry and Service 

Material Developments have taken place since the end of the war in our water 
carriage industry,—inland, coastal and overseas, which hold out considerable 
promise of a bright future, though the implementation of the policy announced is 
slow and halting. 

Inland waterways had been practically choked by the development of rail¬ 
ways and the growth of mechanised road transport. Attention has, therefore, to 
be particularly devoted to this branch of the service as well as the industry on which 
it is based. Before the railway came to India, inland water transport was highly 
developed. The railways proved fatal to this cheap, indigenous form, which has 
not progressed in parallel with rail and road development as in other countries, 
like France, Germany, or the U.S.A. There are parts in the country where river 
or canal navigation is still active. In Madras, the Godavari Canals, the Kistna 
Canals, the West Coast Canals and Bedaranniyam Canals, are still important high¬ 
ways for water transport, which provides cheap and ready mode of access to all 
markets. Important waterways are also found in East and West Bengal. Cal¬ 
cutta, the largest sea-port in India, depends very considerably for its trade both 
ways upon its waterway communications. About 25% of the merchandise which 
flows into Calcutta from the rest of India is waterborne, of which no less than 63 
per cent comes from Assam. About 32 per cent of the exports is carried by water, 
and of this 72 per cent goes to Assam. The total inland water-borne traffic of Cal¬ 
cutta amounts to approximately 45,0(3,000 tons, of which 34 per cent is carried by 
inland steamers and 66 per cent by country boats. In 1945, 1,04,00,000 passengers 
were carried by steamer service in East and West Bengal. 

Altogether it has been estimated that the amount of boat traffic over Govern¬ 
ment maintained channels is in the neighbourhood of 250 million ton miles per 
annum ; barely one per cent of the pre-war goods traffic by railway. It is, there¬ 
fore, obvious that, as matters stand today, inland water transport forms an insigni¬ 
ficant proportion of the nation’s transport services. But that cannot deny the tre¬ 
mendous scope for water transport expansion which is available. 

As against 45,000 miles of railroad tracks, the total length of waterways in 
undivided India with perennial streams was about 25,000 miles, comprising 10,000 
miles of rivers and 15,000 miles of canals. Of the former, as many as 6,000 miles are 
navigable to a minimum of about three feet draught, and of these about 5,000 
miles are in the north-east of India, comprising the provinces of old Bengal and 
Assam. These are worked increasingly by power-driven boats, of comparatively 
all load and low draught though neither sailing craft nor tugged barges are 
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nknown on the rivers of India. The basic industry for building such vessels, with all 
heir accessories and equipment is in a rudimentary stage, and needs very intensive¬ 
ly to be encouraged if the yet undeveloped resources of the country are to be fully 
xploited and utilised. Even for the minor task of repairs India is yet rather poorly 
quipped. The question of improving India’s natural waterways is receiving close 
ttention of the local Governments. The Central Waterways Irrigation and Navi- 
ation Commission is endeavouring to co-ordinate these efforts on a countrywide 
3ale and on a multi-purpose basis. 

Conservation of water resources on a multi-purpose basis offers the following 
otential new navigable waterways or the resuscitation of old ones :— 

Bengal (East and West): 

(a) A new canal to connect the coal fields of Bengal and Bihar with the 
port of Calcutta. 

(i b ) Resuscitation of the Bhagirathi route to the Ganges. 

(c) Resuscitation of the inner boat route connecting Calcutta to East Bengal 

to shorten the existing route by 50%. 

(d) Resuscitation of the river routes to North Bengal as visualised in the 

Tista Valley Project. 

(e) Resuscitation of the old Brahmaputra and Dhalleshwari rivers in the 

Dacca and Mymensingh districts. 

Assam : 

Resuscitation of the Diking, Dihu, Dhansiri and Kalung rivers in Upper 
Assam. 

I. Bihar : 

(a) Resuscitation of the Gandak and Kosi series of rivers. 

(b) Extension of navigation on the Sone river for about 150 miles as visualised 

in the Sone Valley Project. 

T. United Provinces and Central India: 

(a) Resuscitation of the Gogra river which would afford navigation facilities 

up to Fyzabad as in former days. 

(b) Flood control on the Betwa and Chembal rivers holds promise of ample 

discharge in the dry season, to permit navigation on the Jumna from 
Ettawa to Allahabad and on to Calcutta via the Ganges. 

The Narmada and Tapti pass through the Central Provinces and a 
number of States before they join the Arabian Sea in the Bombay Pre¬ 
sidency. Investigations are in progress to assess the value of these 
rivers for multi-purpose development including navigation. 

[. Possible development of the Godavari, Pranhita, Wardha, and Waiganga 

rivers suggest other main lines of communication and taking into con¬ 
sideration the possible development of the Tapti river it may be found 
practicable to obtain a transcontinental line by connecting the Wardha 
and Tapti rivers. 

I* Orissa i 

(a) The Orissa coastal canal between the Hooghly and Dharma rivers, to¬ 

gether with an extension of the Mahanadi delta system to link with the 
Madras canal system would afford inland navigation from Assam to 
Madras. 

(b) The Mahanadi Project visualises the provision of navigational facility 

on the Mahanadi river to Sambalpur about 300 miles from the sea. 
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VIII. East Punjab, West Punjab, Sind : 

Resuscitation of the rivers Indus, Chenab and Sutlej would restore 
26,000 miles of river communication to their former navigability, but 
the interests of established irrigation may stand in the way of reviving 
these communications to any extent. 

These, when in full working order, will provide a good supplement to the 
roads and railways for heavy, long distance traffic, which cannot bear high freight 
rates. The economics of water transport have already been examined sufficiently 
to explain and justify this expectation. The boat-building industry, and all its 
connected or subsidiary industries, actively encouraged and properly developed, 
would offer work to thousands of skilled and unskilled operatives in perennial ship¬ 
yards, without counting the still greater scope for profitable employment of labour 
and capital in such transport business, fishing, and even the national navy. 


Coastal and Overseas Transport 

As regards coastal and overspas shipping industry, right up to the eve of the 
World War II, practically all available traffic on the coasts of India was monopolised 
by British and foreign shipping concerns. They had large fleets, wide connections 
and innumerable ways of keeping up their monopoly. The small struggling Indiar 
enterprise, which had from time to time entered the field particularly after Worlc 
War I, was sought to be throttled out of existence in the very first years of its life bj 
the many and varied devices at the command of the foreign shipowners. Thi 
British Government of India supported those outside interests by such aids as posta 
mails subsidies stores carriage, troops transport and passage for Government ser 
vants on leave, deputation, or otherwise. 

The Indian demand for abolition of some of these devices by legislation, an< 
reservations of at least the coastal trade for ships owned, manned and controller 
by Indian enterprise, was at first strongly opposed and defeated, and then restricts 
by agreement to a small slice of that business. 

During the war, however, and because of the shortage of freight and the die 
proportionate increase in traffic due to the war the advantages of having an ade 
quate Indian Mercantile Marine were realised, if only to fill up the gap in such a 
emergency left by the foreign shipping. British ships were either destroyed i 
large numbers by mines or submarines ; or diverted to more urgent services £ 
auxiliaries to the Royal Navy, transport of troops, stores, equipment and armamer 
to the theatres of the war and vice versa. Indian-owned ships were also commanc 
eered for such service. With the acquisition of Independence, India’s nee 
in this behalf was felt more than ever urgent. The growing consciousness of m 
tional self-sufficiency in such essential industries, services or utilities, has intensifie 
the demand for increasing a national Mercantile Marine, owned, manned and coi 
trolled by the Indian. 


Coastal Trade of India 

The phrase “ The Coastal Trade of India ” has history behind it. In shippii 
circles it covers the trade between the parts of India, Burma, Ceylon and Pakista 
As is well-known until 1937 and 1947, Burma and Pakistan were parts of oi 
India and the island of Ceylon was regarded as an adjunct of the Sub-Continer 
The trade between these four countries can now be called the contiguous coast 
trade of India, Burma, Ceylon and Pakistan as distinct from the pure coastal tra 
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of the countries concerned. The following table gives the cargo tons moved in 
these trades by British, Indian and Pakistan ships for the year ending 30th June 
1949. 


Trades. 

Total 

Tons. 

British 

Indian 

Pakistan 

1. “fndia-Burma-Ceylon-Pakistan . 

53,82,365* 

29,95,569 

19,30,156 

4,56,628 

2. Inter-India ...... 

28,62,314 

13,86,217 

14,38,343 

37,754 

3. Indo-Pakistan ..... 

8,66,514 

4,17,610 

1,87,465 

2,61,437 

4. Indo-Burma ...... 

6,36,186 

5,12,708 

1,23,478 


• 

5. Indo-Ceyion ...... 

4,37,962 

4,05,968 

24,696 

7,298 

6. Burxna-Ceylon ..... 

3,03,155 

1,74,465 

!,28,6S8 


7. Burma-Pakistan ..... 

23,721 

16.802 

6,619 


8. Ceylon-Pakistan ..... 

• 29,388 

27,977 

89 

1,322 

9. Inter-Pakistan . . 

2,23,117 

53,822 

20,478 

1,48,817 


*ln 1939, this figure was 70,00,000 of which mineral oil, which now is nil, accounted for 12 

lacs. 


Statement showing tonnage (Cargo Vessels only) primarily employed in coastal trade by various 
shipping companies, Indian as well as non-Indian, plying on the Continent of India as on 
7-11-1940. 



Owned 

1 

j Chakteked 

b. _ 

Total 

j 

i —• 

No. of 
vessels 


No. of 
vessels 


J No. of 

J vessels 


Names of Companies 

G.E.T. 

C.R.T. 

G.R.T. 

INDIAN COMPANIES : 

1. Ambica S. N. Co. Ltd. 

3 

2,739 

2 

8,751 

5 

11,490 

2. Bharat Line, Ltd. 

10 

43,647 



10 

43,641 

}. Chandbali Steamer Service, Ltd. 

2 

1,273 



2 

1,237 

1. Currimbhoy Lalje Sajun 



2 

4,840 

2 

4,840 

i. Dominion Trading Co. 



i 

4,818 

i 

4,818 

Great Eastern Shipping Co. Ltd. 

2 

11,535 

4 

20,524 

6 

32,059 

. India Pacific Navigation Co. 



1 

5,055 

1 

5,055 

. India Steamship Co. Ltd. . 



2 

3,972 

2 

3,972 

. Jayabharat S. N, Co. Ltd. . 

1 

983 

* • 


1 

983 

. Malabar Steamship Co. Ltd. 

1 

857 

3 

9,870 

4 

10,727 

Merchant Steam Navigation Co. . 

2 

2,182 



2 

2,182 

National Steamship Co. Ltd. 

1 

1,648 



1 

1,648 


M, of Com, 
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Owned 

Chartered 

Total 

Names of Companies 

No. of 
vessels 

G.R.T. 

No. of 
vessels 

G.R.T. 

No. of 
vessels 

G.R.T. 

13. New Dholera Steamships Ltd. 


2 

6,546 



2 

6,546 

14. Scindia Steam Navigation Co. Ltd. 

15 

71,929 



15 

71,929 

Associated Companies 








(l) Bengal Burma S. N. Co. (Cargo- 


1 

4,808 



1 

4,808 

cum-Passenger). 

(2) Bombay Steam Nav. Co. . 


9 

18,128 



9 

18,128 

(3) Eastern Steam Nav. Co. . 


1 

967 



1 

967 

15. South East Asia Shipping Co. Ltd. 


2 

1,555 



2 

1,555 

16. Swadeshi Steamships, Ltd. . . 1 




i 

1,763 

1 

. 1,763 

Total 

52 

1,68,797 

16 

59,593 

68 

2,28,390 

BRITISH COMPANIES. 

17. Asiatic S. N. Co. Ltd. 

17 

90,068 i 



17 

90,068 

18. British India S. N. Co. (including 

25 

1,29,461 

12 

84,080 

37 

2,13,541 

Passenger Vessels). 

PAKISTAN COMPANIES: 






9 

41,063 

19. East & West Steamship Co. 


5 

19,919 

4 

21,144 

20. Muhammadi Steamship Co. 


4 

23,500 

about 

1,877 

3 

16,833 

7 

40,333 

21. Karachi S team Navigation . 


1 

r 


1 

1,877 

Grand Total . j 

i 

104 

4,33,622 

35 

1,81,650 

^ 139 

6,15,272 


Statement showing total tonnage otvned by Indian Companies 



No. of Vessels 

Gross Tons 

Employed in Coastal trade: 

Cirgo vessels 

52 

168,800 

Pawngsr vessels . 

2 

9,200 

Ferrie3 and launches 

21 

1 

2,500 

Employed in Overseas trade : 


180,500 

Ca-rge : Scindia S. N. Co. 

10 

70,000 

India S. S. Co. 

8 

60,600 

Govt, of India 

2 

14,400 

Passenger : Scindia • . 

2 

145,000 

17,500 



162,500 

Grand T otal 


343,000 
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Conference 

Conferences are associations of shipowners intended to provide, along the 
routes served by the members, regular services throughout the year. The first 
conference was started some 70 years ago at Calcutta to serve the trade with the 
United Kingdom. Since then, owing to the useful purpose they serve, both from 
the point of view of the shipowners and shippers, their number has grown and now 
they cover almost all the important trade-routes of the world. The chartered 
tonnage, no doubt, is still available and is operating on various routes ; but the 
amount of tonnage so operating is small as compared with its figures after the first 
World War and even before the second World War. So far as India is concerned, 
the Conferences cover its coastal and overseas trades. The coastal conference 
covers India, Burma, Pakistan and Ceylon of which the first 
three large countries were undivided whole until Burma was separated and 
India divided. The overseas trade of India is covered by conferences generally 
concerned with the East Coast and West Coast of the country and deal with the 
trades to Australia, Far East, U. K.-Continent and North and South America. 
Just as the East Coast of India was first covered by the conference, the West Coast 
trade may be said to be the last to be so covered. The Karmahom Conference, 
covering Karachi-Bombay-Mormugao range, has been formed only recently and 
the West-Coast America Conference is in process of formation. It is of interest 
to note that at the instance of Government, the Lines of Shipping Companies 
operating then vessels overseas to U. K. and U.S.A. have been admitted members 
of respective conferences. 

As is well known the Indian Mercantile Marine made its debut in the coastal 
trade where it found its activities largely hampered by, in addition to the rate wars, 
the practice of Deferred Rebates paid by the long established British interests and 
there was naturally a hue and cry against it, but its force abated after the conference 
membership was thrown open to Indian Companies. In fact the system has lost' 
much of its significance since the introduction of the licensing system in the Coastal 
Trade of India. As a result recently the Deferred Rebate System has been ended 
in the coastal trade of the country. Nevertheless the system prevails in the over¬ 
seas trades as it enables the shipowners to provide, and the shippers to profit by, 
regular services by fast modern cargo liners running regularly irrespective of the 
seasonal changes in various trades. 

Port Development 

Apart from the major ports of Bombay, Calcutta, Madras, Cochin, Tuticorin, 
the Kathiawar ports, and Mormugao, practically all the other Indian ports are open 
roadstreads, without much modern equipment for loading or unloading. Ships 
have to anchor there two miles or more from the shore. In normal times, these 
ports were used considerably by coastal and other steamers and countrycrafts. 
To cope with the increase of coastal shippings well as for overseas trade, more har¬ 
bours would have to be constructed and smaller ports modernised and developed. 

For a proper development of water-transport—both inland and overseas— 
ierminal facilities, in the shape of ports and harbours, with adequate equipment for 
oading and unloading, storage and transport to and from hinterland, is indispen¬ 
sable. One of the major causes recent heavy losses by shipping concerns in India 
s excessive congestion in the principal ports. This may be due to labour difficul- 
ies also. If a reasonable tonnage is economically to do the country’s overseas, 
soastal or inland water-transport, uiiese facilities will have to be substantially im- 
rroved, congestion remedied, enforced idleness of available tonnage remedied and 
tort dues brought within economical limits. 

It may be added that in the plans that have been made so far, this item has 
ceupied no insignificant place. A Port Development Committee, set up in Feb- 
uary 1945, emphasised the importance of improving, expanding, and modernising 
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the general facilities at the existing major ports to cope with all foreseeable traffic 
demands. Anti-slump projects of Port Development, to be financed by interest- 
free loans from the Centre at the ports of Bombay, Cochin, Madras and Calcutta, 
and other improvement and development works, financed entirely by the port 
authorities themselves, whether from loans or otherwise, amounting in all to ap¬ 
proximately Rs. 18 crores, are also contemplated. These works will add consider¬ 
ably to the capacity of the major ports, estimated to be about 25 million tons 
imports and exports. 

The Report of the Ports (Technical) Committee recommended major works at 
' Vizagapatam, Madras, Bhatkal and Sika. Though the Port Development Com¬ 
mittee estimated the capacity of major ports at about 25 million tons, as adequate 
for the anticipated traffic of 22,000,000 tons, immediately after the war, the De¬ 
velopment Committee thought “ that on the grounds of defence and strategic re¬ 
quirements of the country, and the industrial, agricultural and economic develop¬ 
ment, which is sure to take place in the near future, and also in view of the need for 
wider dispersal of port capacity throughout the country, a deep sea port on the 
East Coast, where ships could safely enter at all times of the year and in all weather, 
is a great necessity ”, 

Accordingly the task of developing Vizagapatam as a sheltered deep-sea port, 
which can accommodate ships of at least upto 650 feet in length, with drafts up to 
30 feet was accepted, and the first priority to improvement at the entrance and 
construction of new cargo, oil and coal quays, and graving dock, was granted. 

The partition did not materially affect the scheme for Ports Development 
except that two of the major ports,—Karachi and Chittagong have gone out of 
the Indian Union. Instead, one major port is to be established at Kandla in Gutch, 
thanks mainly to consideration of a strategic character. 

Shipbuildiny 1 industry 

The place of the shipbuilding industry in the country’s economy cannot be 
overstated. Till such time as we are able to have a well balanced fleet of‘ships, 
this industry will help us save a substantial portion of the imports. Thereafter, 
and also in the meantime, our yards can accept orders from foreign countries, near 
and far off, and contribute substantially to our export trade. This is apart from the 
freight earnings. 

History records that the shipbuilding industry in India in ancient times was 
the envy of foreign shipbuilders. Only with the advent of steam and iron ships and 
foreign rule/ this industry languished. The various discriminatory measures adopted 
by the British Government made it impossible for even shipping to thrive, let alone 
our shipbuilding. A pioneer venture in modern shipbuilding was made by Scindia s 
in 1941, when the foundation stone of the Vizagapatam shipbuilding yard was 
laid by the then President of the Congress, Dr. Rajendra Prasad. 

The idea of constructing a modern shipbuilding yard was conceived by the 
Scindia Company as early as 1919 pari passu with the flotation of the company. 
Due to the sudden and unexpected death of the foreign shipbuilding expert who had 
been commissioned at the time for this purpose, the project had to be shelved 
temporarily. It was, however, revived in 1933, when efforts were made to locate 
a suitable site first in Bombay, and later in Calcutta. Due to the unhelpful atti 
tude of the authorities, both these places had to be dropped, and, after the outbreal 
of the war in 1939, the Scindia Company selected a site at Vizagapatam and estab 
lished a shipbuilding yard capable of building modern vessels upto 8,000/10,001 
tons. 

After eight years of strenuous efforts, during which the yard was temporaril' 
dislocated for a few years due to the indifference of the authorities coupled witl 
enemy bombing, the yard has launched three ocean-going steamers, of 8,000 ton 
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each. The company’s investments in the yard so far total about 5 crores of 
rupees. 

It must be realised that the shipbuilding industry in India being in an infant 
stage, the cost of new ships constructed here is inevitably much higher than the 
cost of similar ships built abroad. This is due to various causes, among them being 
the difficulty of procuring the required quantity of steel, trained labour, etc. As¬ 
suming these will reach normal levels in course of time, the point for consideration 
is whether it would be an economically feasible proposition for this industry to 
continue building at the present high costs. The alternative is, perhaps, to close 
down the industry. 

In considering these alternatives, the second proposition must be ruled out 
suicidal. As regards the first proposition, it must be borne in mind that all the in¬ 
dustries of a country have in their infant stage stood in need of protection from 
Government, and got it. The more so is such a protection needed in the case of a 
shipbuilding industry in view of its international character and exceptionally high 
cost. The only country in the world which is capable of producing ships at econo¬ 
mical prices is the U. K., and that is because the industry of that country is cen¬ 
turies old. Even in an advanced maritime country like the U.S.A., the cost of 
building ships is much more than in the U. K. The point to be considered in this 
connection is that the shipbuilding industry of the U.S.A. has not been allowed to 
languish merely because of the high cost of construction. The Government of the 
U.S.A. has adopted means by which the industry has been subsidised to the extent to 
which the cost of ships built in the U.S.A. yards could be on a par with that of the 
ships built in the U. K. This example provides a model for the Indian Govern¬ 
ment to adopt. 

Administrative Organisation 

Tl 

Having considered the growth of Indian shipping and the vicissitudes through 
which it has been passing dining the last few decades, as well as the means by 
which our shipping could be developed to enable us to have a substantial participa¬ 
tion in the overseas trade, we shall now consider the setting up of suitable^machinery 
to help us achieve our objectives. 

It is obvious the primary factor which will contribute to the proper develop¬ 
ment of our merchant marine is a correct appreciation on the part of the Govern¬ 
ment and the Commerce of the country of the part shipping plays in our economy and 
in times of emergencies like war. The machinery must necessarily therefore be a 
body constituted by Government and providing, representation for both shipowners 
and commerce. The Reconstruction Policy Sub-Committee of Shipping has re¬ 
commended the setting up of a Shipping Board to be presided over by an indepen¬ 
dent Chairman possessing judicial training and having as its members representatives 
of Government, Shipowners and Commerce. The reason for the judicial qualifi¬ 
cation appears to have been provided by the fact that the question of shipping rates 
might be within their purview ; but since then rates questions are' being limited to 
id hoc Rate Tribunals presided over by a judicial officer. It would appear that 
ihat particular activity need not now be entrusted to the Shipping Board. More¬ 
over recently the Government of India have appointed a Director General of Ship- 
oing, with headquarters in Bombay, who will initiate and finalise all matters con¬ 
nected with shipping except questions of policy which naturally continue to remain 
vith the Central Ministry of Commerce. This new establishment must doubt- 
ess have its hands full with the various activities that have been brought together 
mder its aegis. The administration of the ports has yet to be brought under this 
rathority. Moreover the Indian tonnage today, though it is more than double of 
vhat it was before the World War II, has not yet reached even the figure of 350,000 
ons. So over a million and a half of gross tons has yet remained to be achieved. 
Moreover the Indian Mercantile Marine of today is largely confined to coasta 1 
rading and the whole question of serving India’s Maritime trade with the country’s 
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Mercantile Marine awaits development. Under the circumstances, in the opinion 
of the Association, the time has arrived for the establishment by Government of an 
Indian Maritime Commission in which the office of the Director-General as also of 
the Inland Water Transport Commission should be incorporated, thus bringing 
under the Commission all the water-borne activities—Inland, Coastal and Over¬ 
seas—of the country. 

To begin with, the Commission might consist of three members and presided 
over by the Director General of Shipping whose office will be merged into the Com¬ 
mission. Of the remaining two members one should be conversant with and have 
experience of shipping and the other member to be recruited should have experience 
of the world of commerce. Among the objectives of the Commission would be the 
full development of the Inland Water Transport system of the country. As re¬ 
gards the coastal and overseas marine, it should see that' to quote the report of the 
Reconstruction Policy Sub-Committee, “ Indian tonnage must be enabled, within a 
very short time, to carry a very substantial portion of India’s overseas trade and a 
fair portion of the carrying trades of the world ”, That is, it should assist in the 
realisation of the target of two million tons. 

With this aim in view the Commission should consider all means of financing 
and otherwise including subsidies and other forms of State aid etc., required to 
provide India with an adequate and well balanced merchant fleet including vessels 
of all types to provide shipping services on all routes essential for maintaining the 
flow of commerce to and from India. 

Among the functions of the Commission will be administration of all mer¬ 
cantile marine establishments, as well as shipping offices at ports, administration of 
ports and lighthouses as well as training ship “ Dufferin ”, administration of nauti- 
cal and marine engineering institutions, licensing, control of coastal shipping, ad¬ 
ministration of merchant shipping laws and administration thereof, and generally 
all matters concerned with the development of the merchant navy of the country 
including those mentioned in the Charter of Rights and Declaration of Policy in the 
following pages. 


Intergovernmental Maritime Consultative Organisation 


The Intergovernmental Maritime Consultative Organization is a specialised 
agency attached to the United Nations Organisation, on the lines of the I.T.O. and 
I.C.A.O., to deal with shipping problems on international level. It emerged out 
of the discussions of the United Nations Maritime Conference at Geneva in 194S 
which was attended by 36 maritime countries including India. The purposes ol 
the Organisation are :— 

1. (a) To provide machinery for co-operation among Governments in the 
field of Governmental regulation, and practices relating to tochnioa" 
matters of all kinds affecting shipping engaged in international trade; 
and to encourage the general adoption of the highest practicable 
standards in matters concerning maritime safety and efficiency o: 
navigation ; 

(b) to encourage the removal of discriminatory action and unnecessary 
restrictions by Governments affecting shipping engaged in internationa 
trade so as to promote the availability, of shipping services to the com 
merce of the world without discrimination; assistance and encourage 
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inent. given by a Government for the development of its national 
shipping and for purposes of security does not in itself constitute 
discrimination, provided that such assistance and encouragement is 
not based on measures designed to restrict the freedom of shipping 
of all flags to take part in international trade ; 

(c) to provide for the consideration by the organisation of matters concern* 
mg unfair restrictive practices by shipping concerns in accordance 
with Articles 2, 3 and 1 ; 

(d) to provide tor the consideration by the Organisation of any matters 
concerning shipping that may be referred to it by any organ or Specia¬ 
lized Agency of the United Nations ; 

(e) to provide for the exchange of information among Governments of 
matters under consideration by the Organisation. 

2. The functions of the Organisation shall be consultative and advisory. 

3. In order to achieve the purpose set out in Article I, the functions of the 
Organisation shall be : 

(а) subject to the provisions of Article 4, to consider and make recommenda¬ 

tions upon matters arising under Article 1 (a), ( b ) and (c) that may be 
remitted to it by members, by any organ of Specialized Agency of 
the United Nations, or by any other intergovernmental organisation 
or upon matters referred to it under Article 1 (d) ; 

(б) to provide for the drafting of conventions, agreements, or other suitable 

instruments, and to recommend these to Governments and to inter¬ 
governmental organisations, and to convene such conferences as may 
be necessary ; 

(c) to provide machinery for consultation among members and the exchange 
of information among Governments. 


4. In those matters which appear to the Organisation capable of settlement 
through the normal processes of international shipping business the Organisation 
shall so recommend. When, in the opinion of the Organisation, any matter con¬ 
cerning unfair restrictive practices by shipping concerns is incapable of settlement 
through the normal processes of international shipping business, or has in fact so 
proved and provided it shall first have been the subject of direct negotiations between 
the Members concerned, the Organisation shall, at the request of one of those 
Members, consider the matter. 


Before examining the purposes enumerated above, we must bear in mind that 
Indian shipping is in an extremely undeveloped state and that the loading maritime 
nations of today have had substantial national support and encouragement in a 
variety of forms before they attained the position they now occupy. Among the 
many methods adopted by these countries are granting of subsidies and bounties, 
extending financial assistance by cheap loans etc., giving preference to national 
ships for the carriage of cargo owned or controlled by Government, stipulating in 
bilateral trade agreements that preferential utilisation should be made of the ships 
of the contracting parties, and so on. India has not so far adopted any of these 
methods except stipulating in two or three recent bilateral trade agreements that 
the ships of the contracting parties should be utilised as much as possible for the 
carriage of the cargo covered by the agreements. This does not carry us far ; 
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"without active assistance from Government, it would be next to impossible to 
develop national shipping. 

Let us now examine the purposes of the Convention and see whether assistance 
extended by governments for the development of their national shipping comes 
within the scope of the IMCO. The main purpose of the IMCO is to encourage the 
removal of discriminatory action and unnecessary restrictions by Governments 
affecting shipping engaged in international trade so as to promote the availability 
of shipping services to the commerce of the world without discrimination. Obviously; 
financial help extended by Governments does not constitute discriminatory action, 
nor do the steps taken to reserve coastal shipping, for the IMCO is concerned only 
with international trade. Will preference given by Government to national ships 
for the carriage of cargo owned or controlled by Government be construed as dis¬ 
crimination? It should not be, for it has been a recognised practice in maritime 
countries for national shippers to give preference to national ships. So far as 
Government cargo is concerned, Government is certainly in the position of a shipper 
and has the right to choose its transport. Such choice, therefore, cannot he construed 
as discrimination by any stretch of the term. Besides, it helps the conservation of 
foreign exchange resources which should be the aim of any country. 

Coming to another aspect of the matter, it may be that for the development of 
national shipping some kind of discrimination and restrictions will be necessary. The 
IMCO recognises that assistance and encouragement given for the development of 
its national shipping and for the purposes of security does not in itself constitute 
discrimination. The Convention visualises only the removal of unnecessary restric¬ 
tions. This means the restrictions which may be necessary for the development of 
shipping may be adopted. Besides the IMCO, by advisedly using the word 
“encourage”, recognises that it would be difficult to remove all discriminatory actions 
forthwith. Evidently, even discrimination and unnecessary restrictions now 
practised by some governments are to be removed only gradually. 

We do recognise the existence of a provision that such assistance and encourage¬ 
ment (given by Government) should not bo based on measures designed to restrict 
the freedom of shipping of all flags to take part in international trades. This, how¬ 
ever, will bo largely determined by day to day events taking place in international 
shipping. We are all aware that the U.S. A. have stipulated that not less than 
fifty per cent, of the Marshall Plan cargoes should be carried in American bottoms 
and at the recent conference of the International Chamber of Shipping held in 
London, this was not regarded as discrimination because they were regarded as “in 
the nature of gift.” There are also instances of other countries ( e.g . France) making 
it a condition in their import licences that preference should be given to national 
ships for the importation of cargo covered by such licences. Taking these into 
consideration, it can be argued that preferences given by Government to national 
ships for the carriage of government cargo and oven other cargo as well, will not 
constitute discrimination. 

Again, the expression “to take part in international trade” does not necessarily 
mean that foreign shipping has a right to take full or part cargo from every port. 
“Freedom of shipping” can only mean that there should be no restrictions on shipping 
entering or clearing from international ports, with or without cargo. 

Considering all these factors, we must, in ratifying the Convention or otherwise, 
assure ourselves that a proper interpretation would be placed upon the Convention 
so that our Government would be free to take all reasonable steps to develop our 
much needed national shipping. If, however, there is the remotest chance of these 
steps being regarded as contrary to the letter or the spirit of the Convention, the 
duty of the Indian Parliament is clear, namely, to decline to ratify the IMCO 
Convention. 
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PART V 


Declaration of Policy and Charter of Rights 

As already expounded in the earlier parts of this Memorandum, Ship-owning 
and Ship-building are not only industries within the limited scope of the meaning 
of that expression, but they are essential services of vital importance to the 
existence of the Nation during the times of peace and particularly so during the 
times of war. In the political sphere our country has reached its cherished goal 
of Sovereign Republic State, If that State to be maintained powerful, prosperous 
and conforming to the ideals of democracy, it is necessary that the ship-owning and 
ship-building industries should attain an equally strong and independent state. 
Having surveyed in the foregoing pages the history and development of the shipping 
enterprise in India, its handicaps and disabilities, its prospects and potentialities, 
we shall now submit, for the consideration of the Fiscal Commission, what we believe 
to be the inherent Rights of the Shipping and Shipbuilding Industries in the future 
plan of the nation’s economy. In an earlier section of this Memorandum we have 
referred to the Declaration embodied in the Merchant Marine Act, 1936, of the 
U.S.A. The Indian shipping and ship-building industries firmly believe that 
a similar Declaration require to be made by the National Government of India 
forthwith, the same being subsequently embodied in the new Indian Merchant 
Shipping -Legislation which the Government of India are understood to have in 
hand at the moment. The industry gives the pride of place to this Declaration in 
their Charter of Rights which they desire to record herein, and which they trust the 
•Commission will recommend to the Government of India for promulgation at the 
■earliest moment. We give the Declaration below as we would like to see it pro¬ 
mulgated by the Government. 

Declaration of Policy 

“It is necessary for the national defence and development of its foreign and 
domestic commerce that the Union of India shall have a merchant marine— 

(a) sufficient to carry its domestic water-borne commerce, and a substantial 

portion of the water-borne export and import foreign commerce of 
the Union of India, and to provide shipping service on all routes 
essential for maintaining the flow of such domestic and foreign water¬ 
borne commerce at all times; 

(b) capable of serving as a naval and military auxiliary in times of war or 

national emergency ; 

(c) owned and operated under the flag of the Union of India by citizens of 

the Union of India; and 

(d) composed of the best equipped, safest, and most suitable types of vessels, 

constructed in the Union of India and manned with a trained and 
efficient citizen personnel, as far as possible. 

It is hereby declared to be the policy of the Union of India to foster the develop¬ 
ment and encourage the maintenance of such a merchant marine. 


Charter of Rights 

(1) That the Shipping Industry must be encouraged in all possible ways to 
achieve the target of 2,000,000 in a period of five years; 

(2) That their way to progress be made smooth and fair by the Government 
and that no impediment in whatever shape or form be allowed in the way of that 

■achievement ; 
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(3) That the Industries be granted every facility to acquire more tonnage by 
the Government of the country coming to then aid in the form of— 

(i) Construction subsidies. 

(ii) Construction loans. 

(Hi) Instituting hire-purchase system by which the Government buys the 
ships in the first instance and sells them to the shipowners. 

(iv) That the shipowners be allowed and given every assistance in chartering 
tonnage to enable them to expand the sphere of their operations. In 
this respect the Government, if they so desire, can purchase a fleet of 
their own and charter it on bare boat terms to ship-owners. 

(v) That the shipowners be given an exemption from income-tax for the 

period of first five years to enable them to consolidate their position 
and build up reserves ; like Italy etc. 

(vi) (b) That the shipowners be given an exemption from income-taxes on 

the profits ploughed back into the industry. 

(mi) That the shipowners be given operation differential subsidies. 

(viii) That the shipowners be assisted with postal subventions, carriage of 
goods on Government account and carriage of troops and Government 
personnel. 

(ix) That the ship-building industry be established in this country on a firm 

footing and that the old and new entrants be given facilities to pur¬ 
chase Government-controlled raw materials at a minimum fixed 
price. 

(x) That the shipbuilders be given construction differential subsidies where 

their cost of building ships are higher than those prevailing in U.K. 

(xi) That the shipbuilders be offered every assistance, financial as well as 

technical, not only to start and maintain the main industries, but 
also to start and maintain the ancillary and auxiliary industries so 
necessary for the shipyards of the country to become entirely inde¬ 
pendent in the production of tlicir products. 

(xii) That, finally and in the main, the ship-owners and the shipbuilders in 
the country look to the Government to consider the question of pro¬ 
duction and acquisition of tonnage as one of the most urgent problems 
of the day so that the Nation would have an adequate mercantile 
marine at the earliest possible moment. 

Implementation of Policy and Rights 

It has already been recognised by the Government that this country must 
adopt a dynamic policy which should have as its objective, the attainment of a 
strong independent mercantile marine able to carry— 

(а) the whole coastaltrade of India. 

(б) 75% of the near trade. 

(c) 30% of the Far East trade carried by Japan during the pre-war period; and 

(d) 50% of the India’s Overseas trade; 

and to achieve this object the industries recommend that the undermentioned 
policy be immediately adopted by the Government and published as their Declaration 
of Policy in respect of these two industries as under : 
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Whereas the Government find it expedient that the ship-owning and the ship¬ 
building industries be placed on a war-time footing of service and production to 
achieve a free and independent mercantile marine sufficient to safeguard the needs 
of the country during the time of peace and war. Now therefore it is hereby declared 
that: 

(1) Acquisition of tonnage, be expedited. —It has been laid down that the Indian 
Mercantile Marine should expand within the next five to seven years to 2 000,000 
gross tons of shipping. With this aim in view the Government sponsored the Ship¬ 
ping Corporations on 3rd November 1947. Since that date, only one Corporation 
has come into being, and the other two may take some time for incorporation. It 
is, therefore, decided that other measures be adopted to reach the target figure, 
mentioned above. The methods to be employed are:— 

(a) Repayable loans to Shipowners.- —The State shall advance loans to com¬ 

panies for the purchase of ships on the following terms:-—- 

Period .. 25 years. 

Interest .. Free of interest for the first 5 years. 

3% per annum from the 6th year. 

Repayment . . By yearly instalments of l/20th of the loan 
amount, instalments starting from the 6th 
year'. 

Security .. The shins purchased from the loan to be pledged 

to the State. 

(b) Hire-purchase system. —The State may purchase ships and sell them to the 

shipowners on a hire-purchase system : 

Period . . 10 years. 

Interest .. 3% per annum. 

Ammortisation . l/10th of the purchase price per year. 

(c) Bare Boat Charter. —In this instance, the Government shall at all times 

remain the sole owners of the steamers. They shall purchase the 
necessary tonnage and charter it out on bare boat basis to the ship¬ 
owners. The conditions would be that the Government shall levy 
from the shipowners the depreciation calculated at the normal rate, 
the insurance premia and the interest at 5% per annum on cost of 
the ship. The shipowners shall run the steamers as their own incurring 
all operational costs and all maintenance and repair charges; and also 
shall maintain the steamers in Class. 

( d) Assistance to Shipowners building new ships in India or abroad. —The 

Government shall help such shipowners with construction bounties if 
the ships are built in India and/or loans against the cost of ships, if 
built abroad. 

(2) The following safeguards be provided for the coast trade :— 

(a) The whole of the coastal trade of India shall be reserved for Indian ship¬ 

owners only. 

(b) Pending the acquisition of tonnage required in (a) above:— 

(i) Non-Indian Shipping, whenever it be necessary to permit it to ply in 
the coastal trade in the interest of the country, to be allowed to parti¬ 
cipate in the coastal trade on short-term or voyage licences. 
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(it) Only charters by Indian Companies owning ships shall be licensed to 
ply on the coast. 

(c) Freight rates shall be standardised forthwith and to achieve this object 
the Government shall nominate a Committee of Experts shortly. If 
the Committee happens to arrive at the conclusion that the freight 
rates be increased, pending the acquisition of tonnage as mentioned 
in (a) above, the Government shall pay a differential bounty to the 
Indian owners rather than increase freights. 

f3) That the following safeguards shall he provided for the Overseas Trade :— 

(a) By lending their good offices, in case of need, towards securing for Indian 

Companies, admission to existing Conferences operating in Indian 
Overseas trades. 

(b) By granting operational subsidies (as in U.S.A.) to Indian Companies 

against their operating costs if higher while operating in Conferences; 
the operational subsidy to be increased suitably when Conferences 
break up and/or rate-wars are started and Indian Companies are 
faced with competition from foreign shipping. 

(c) Government shall help Indian Companies operating in the country’s 

foreign trades by shipping per Indian ships all Government stores 
and Government-controlled, cargoes and also by requiring Government 
personnel to travel by Indian ships. 

(d) Mail contracts shall only be given to Indian shipowners. 

^4) The following safeguards shall be provided for the shipbuilding industry :— 

(a) The Government recognise the necessity of having public co-operation 

so far as this vital industry is concerned and therefore they propose 
to help the Vizagapatam Ship-yard to reduce their cost of production 
by all means, fiscal and non-fiscal, as also by giving them construction 
bounties. > 

(b) The Government shall help existing ship-yards by allowing duty-free 

importation of materials and machinery with high priorities, and by 
granting relief from income and other taxes; the Government shall 
help new yards by granting them— 

(i) free long-term lease of land; 

(ii) construction bounties; 

(in) loans; 

(iv) relief from duties and taxes. 

(c) The Government shall welcome private enterprise to establish ship¬ 

building yards in other parts of the country and shall, if required to 
do so, contribute towards the capital of the Company. 

(d) The Government shall declare special rates for raw products required by 

the ship-building industry, like steel and coal, and shall levy only 
minimum transport charges from their respective mines to the ship¬ 
building yards. 

(e) The Government shall help the industry by obtaining for them the 

services of foreign experts till such time as Indian technical personnel 
is trained. 

(/) The Government shall encourage private enterprise to build up ancillary 
and auxiliary industries so necessary for the ship-building industry. 

In short, Government declare that they shall do all within their power to 
♦establish and enhance the progress of these two industries in the country. 



APPENDIX I 

Statement showing India's Exports and Imports of Merchandise and Trehsure for the following years in value (Rs. ’000) 


295 



* Figures for 1946 are taken from the Report of the Currency and Finance for 1947-48 and are for the calendar year. 
@ Figures for 1947-48 and 1948-49 are from the Reserve Bank of India Bulletin, June, 1949. 








Summary of the values of the Exports and Imports of Merchandise from the British Empire and Foreign countries. 
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APPENDIX III 


Total Area arid Production of all Major Food Grains — Rice , Wheat, Barley, Gram, 
Jowar, Bajra and Maize in India 


Abba Production 

(million acres) (million tons) 


1931-32 156-9 60-1 

1941- 42 . 15(1-5 45-7 

1942- 43*. 150 0 42-2 

1943- 44 153-0 43-4 

1944- 45 169-0 43-4 

1945- 46 160-2 39-2 


N.B .— * Prom 1942-43 onwards the figures given above relate to Indian Union alone. 

(Figures taken from the volume on'Crops—Planning and Productionjof the National Plan¬ 
ning Committee Series). 

Comparing the production in the Indian Union during 1947-48 with the average 
production for five years ending 1946-47 in respect of Rice, Millets, Maize, Wheat 
and Barley, we find that it has declined including both States and Provinces to : 


Rice 

• 

• 

. 95 -5% 

Wheat 

. 94 -5% 

Jowar 

• 

• 

. 92 -4-% 

Barley 

. 95-1% 

Bajra 

« 

« 

• 94 -4% 

Maize 

. 92-3% 


Gram only shows an increase to 106.6%. 

Total production (including Hyderabad) in all the major foodgrains in 1946-47 
comes to 39.6 million tons, and in 1947-48 it comes to 40.4 million tons. 


This has been supplemented as follows:— 

From April 1945 to March 1946, 9.31 lacs imported at the cost of 26 crores. 

From April 1946 to March 1947, 26.58 lacs of tons at the cost of 88.70 crores 
involving a subsidy of 20.59 crores were imported. 

And from April 1947 to Dec. 1947, it is estimated to be 19.12 lacs and the cost 
is estimated to be 77.97 crores and subsidy to be 17.35 crores. 

In 1948, the Import was over 27 lacs tons, while in 1949, it is estimated to be 
over 40 lacs of tons. 
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APPENDIX IV 


Agricultural Area 




1931-32 

1941-42 

1942-43 1943-44 

(In million acres) 

1944-45 

1945-46 

1 . 

Net Area Sown 

228 -8 

213-2 

171 -8 

173 -8 

174-0 

170-8 

2. 

Irrigated Area 

48 -7 

56-7 

30 -8 

37-5 

38-2 

39-2 

3. 

Total Food Crops . 

216 -3 

195-8 

153 -0 

157 -0 

172 -0 

169 -3 

4. 

Total commercial crops 

39-2 

50-1 

32-7 

33 -3 

30 -0 

30-1 

Total area under Food and 
non-food Crops 

255 -5 

245-9 

185-7 

190 -3 

202 -0 

199-4 


Since the year 1942-43, the figures for the Indian Union and Pakistan have 
been compiled from a publication of the Economic and Statistical Adviser, Direc¬ 
torate of Economics and Statistics, Ministry of Agriculture. Government of India, 
entitled “ESTIMATES OF AREA AND YIELD OF PRINCIPAL CROPS IN 
INDIA 1936-1946”, and therefore figures ficm 1942-43 onwards tie fer Indian 
Union only. 

Total Food Grains include rice, wheat, barley, jowar, bajra, ragi, maize, gram 
and other grains and pulses except for the years 1941-42 to 1945-46 which do not 
include other grains and pulses. 

Other food crops include fruits, vegetables, condiments, spices etc., hut no 
figures are available in respect of these items for the years 1941-42 to 1945-46. 

"Non-Food Crops include oilseeds (sesamum, rape and mustard, linseed and other 
oilseeds), coffee, tea, cotton, jute, other fibres, indigo, opium, tobacco and fodder 
crops Figures relating to other Acres, indigo, opium, fodder corps are not available 
in respect of the years 1941-42 to 1945-46. 
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Figaros for 1931-32 an, taken from the Statistical Abstract for British India 1927-28 to 1938-37 (Estimated Yield pp. 458-459). 

Figaros from 1941-42 arc taken from "Estimates of Area and Yield of Principal Crops in India, 1938-48,” issued by the Economy *od Statistical 
Adviser, April 1948. 

Fro:n 1942-13 on.vir.li Uu ti^nrot ^ivon aro for InJiau Union alone. 



















APPENDIX VI (a)— Continued. 

Summary of the value of the EXPORTS 10 merchandise consigned from the British Empire and foreign countries, (in Rs. ’ 000). 



Orand Total (Exports) . | 34,88,361 | 33,01,270 ! 14,72,507 | 16,27,716 2,039,212 18,66,803 ] 23,75,621 I 18,70,84* 19,98,798 | 31,02,776 | 24,18,01* 
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APPENDIX VI (b)—Continued. 
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APPENDIX VIII 

EXPORTS 


1937-38 

Tons 


T— Textiles — 

Raw Jute. 747,258 

Raw Cotton 487,764 

Jute Manufacturers — 

Gunny cloth 

Gunny bags 357,142 

Rope, twine etc. 

Twist and Yam 

Canvas • • 

Raw hemp ......... 41,485 

Cotton piecegoods 35,714 

Coir and ooir manufacture* 

Coir Yarn 32,758 

Carpet* and Rug* . 4,973 

Cotton Wa*t« ......... 22,933 

Raw Wool . . 1,695 

Cotton Yam . 17 

Rift; raw and Cocoon* .. 

Silk Manufactured ........ 

Sewing Thread ......... 


1,731,739 

- Manganese- Ore. 1,001,096 

Mica . • 

Rig Iron . 829,203 

Old Iron N. Steel ......*• 57,477 

Wolfram Ore .. 1® 

Chrome Ore .. 

Iron and Steel Manufactures ...... 

Tin . 

Ores and Minerals Unenumerated . 

Mineral Sands ......... 

Magnesite .......... 

1,687,792 


II.— Seeds —■ 

Groundnut 

Linseed .... 
Groundnut Cake 
Linseed Cake 

Castor .... 
Rape and Sesamum Cake 
Coriander and Commin <fc Others 
Paraffin Wax . , 


619,370 

226,533 

251,576 

47,003 

42,079 

36,891 


1,267,253 


1948-49 

Tons 


212,760 

85,210 

432,553 

457,401 

27,280 

8,000 

400 

33,056 

33,816 

43,463. 

I,W 

50,837 

8,843 

3,363 

231 

1,206 

4,006 

1,401,272 

309,006 

16,966 

45,116 

2,640 

12,054 

240 

33,523 

203,700 

14,422 

637,694 


38,272 

25,024 


386 

123 

38,993 

10,202 

113,000 
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1937-38 

1948-49 









Tons 

Tons 

IV.— Coal 

. 


. 

. 

. 

. 


1,004,899 

1,119,105 

V. — Foodstuffs — 










Wheat 








459,806 


Rice (not in husk) 








227,000 


Wheat flour 








62,226 


Green Vegetables (onions) 








57,049 

1,500- 

Lentils 








19,409 


Tobacco (raw) 








18,955 

22,700. 

Tobacco (manufactured) 









2,224 

Rice bran . 








8,222 


Chillies 








7,752 

5,100* 

Coffee 








6,757 

30 

Dry Fish . 








6,064 

11,741 

Ghee 








2,260 


Beaps 








1,975 


Pepper 








873 

7,051 

Gram ... 








737 


Cardamoms 








665 

900 

Sugar 









3,400 

Molasses . 









22,520 

Turmeric ... 









,7,500 

Ginger 








** 

. 2,000 

Beatels 








• • 

300 

Salt 









8,532 

Tea 


. 






149 

181,209 

Tea waste for, the Manufacture of Caffeine 






3,000 

Cashew kernels . 

. 

. 







18,285 

Provisions and oilman stores 

• 







5,178 

‘ - 








879,899 

303,170 

VI. — -Chemical Products —- 










Shellac 








20,461 

24,532 

Dyeing and tanning substances 








35,000 

Bone Manures 








68,830 

• • 

Bone and Bone Products 








61,253 

41,620 

Lac Seed . 








9,374 

8,000 

Lac Button 








1,200 

700 

Gums and Resins 









6,000 

Magnesium chloride 









3,200 

Soap ... 









2,612 

Rubber 








•• 

13,440 









1,61,118 

1,34,104 

VII.— Oils— 










Castor Oil . 


# 

. 

. 

. 

. 

. 


13,433 

Groundnut Oil 


. 

. 

. 

. 

. 

. 


39,735 

Linseed Oil 

. 


• 

• 

■ 

• 

• 


10,181 


Vegetable non-essential oils . 


67,34t 























3Q9 


1837-88 1948-49- 

Tons Ton* 


VIU .—Paper and Paper Making Materials , 


10,328 


IX .—Hides and Skins — 


Goat Skins ..... 

Hides (cow) ..... 

Leather (cow) ..... 

Hides (buffalo) Raw and Dressed . . 

Calf Skins ...... 

Sheep Skins ..... 

Leather Unwrought .... 

Cuttings of Hides and Skins . 

• • * 

• • • 

• • • 

• • ■ • 

• • • • 

• • • • 

21,982 

16,771. 

13,786 

4,385 

1,863 

3,271 

1,616 

13,292 

1,800 

7,500. 

1,978 

661 

2,129 

3,511 

3,600 



164,983 

34,471 


Total (Tons) 

70,00,957 - 

’38,20,491 

N. B.— As about l/6th of the value of the exports are covered 
by articles of merchandise (mostly dead weight cargo) not men¬ 
tioned, l/4th of the tonnage should be added .... 

17,50,000 

9.56,120 

Grand Total (EXPORTS) 

• * * 

8,750,957, * 

awwu 




Imposts 


1937-38- ’ HM-S-4K) 

Tons T'onk' 

I .—Fuels, etc, - . 

Kerosene Oil” ' . 

, ( 

• • • • 


’ 9,04,670 ( 3,25,044 

Fuel Oil . . 

t , 

• • • # 


5,71,647 7 

Petroleum . . 

• • 

• • • • 


4,55,607 >19,62)290 

Lubricating Oil . 

• • 

• • • * 


. 1,78,437' J 

Coal and Coke . 

4 

♦ * • • 


. 83,919 

Jr’. - 

21,94,280 22,87,334 


II.— Foodstuffs , etc .— 


Salt ..... 






3,47,305 

3,00,808 

Fruits and Vegetables 






.. 

96,817 

Rice not in the Husk . 






98,063 

5,63,243 

Rice in Husk .... 






36,013 


Dates ..... 






69,813 

39,491 

Copra Seeds .... 






49,383 

3,442 

Pulse ..... 






45,932 

30,982 

Wheat ..... 






21,688 

7,05,561 

Wheat Flour .... 







93,483 

Barley ..... 







58,844 

Jowar ..... 







4,735 

Beans ..... 







2,582 

Other kinds of Pulse, Flour, etc. . 







2,23,912 

Fodder, Bran and Pollards . 







12,302 

Sugar ..... 







10,57ft 
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1937-38 1948-41. 

Tons Tons 


Unmanufactured Tobacco 








2,955 

5,139 

Milk Food . 







• 

3,439 

17,305 

Almonds 







t 

2,773 

6,788 

Cashewnuts 







• 

., 

42,827 

Currants and raisins 







• 


6,092 

"Spices 








1,750 \ 

55,103 

>1 ... 








74 / 


'Biscuits 








1,483 

2,400 

Vegetable Products 








883 

• • 

Cigarettes . 








448 

300 

Salted Fish 








114 

2,822 

Tea 








16 

300 

•Liquors 








7,10,232 

8,200 

22,93,044 


OI— MMai*- - 

Steel Bars .... 

s 




s 

a 

51,229 

11,441 

Hoops .... 

• 

• 



e 

s 

45,501 

15,884 

Tab* .... 

e 

s 



e 

t 

41,154 

9,554 

CemgatMl Sheets 

. 

• 



e 

e 

52,254 

715 

■Iron and Steel Beams, Ban. OUen, eie. 



e 


24,378 

19,775 

Sheets .... 





e 


52,952 

9,597 

lau .... 





e 


21,539 

57,595 

Mails, Bleats and Weehece 







15,297 

8,077 

Steel Amgtee and Test . 







14,559 

514 

Bolts and Mats . 







10,560 

4,825 

■Copper end Copper Sheets . 







8,104 

40,224 

Brats Shsets, Rods ete. 







8,029 

16,865 

Tinned 8heeta 







7,450 

25,940 

Wire Mails ... 







6,234 

10,299 

Poncing .... 







4,334 

1,073 

Tin .... 







2,901 

2,021 

Aluminium 







2,649 

9,452 

Lead .... 







• , 

8,248 

Metals aad Ores unenumerated 






- 

3,34,961 

2,68,277 

4,97,436 

IV.— Textile -»— 

Raw Cotton 


a 

. 

. 

. 

. 

1,34,461 

1,61,702 

Cotton Piecegoods 


♦ 

• 

. 

. 

• 

87,948 

21,160 

Cotton Waste and Yam 







9,820 

5.000 

Artificial Piecegoods . 







8,924 

. • 

Raw Wool 







3,649 

6,473 

Woollen Yam 







2,906 

900 

Woollen Blankets 







2,327 

1,200 

Silk Piecegoods 







2,041 

1,700 

Artificial Silk goods mixed . 







1,790 

50 

Raw Silk .... 







1,131 

5,000 


































Ill 


Sewing Thread . 
Woollen good* mixed 
Silk goods mixed 
Artificial Silk Yam 
Woollen Piecegoods 
Cotton Blankets 


V. —Paper . 

VI. — Hides and Skins (rate) 

VII. —Chemicals at Chemical Products — 

Manures ..... 
Starch ..... 
Barks for Tanning . . , 

Tallow and Stearine . . . 

Cuteh and Gambier 
Green Resin .... 
Soap ..... 

Beads and False Pearls 
Caustic Soda .... 
Sodium Carbonate 
Sulphur ..... 
Other Chemicals 
Quinine . . . . 

Coal-tar dyes .... 
Camphor ..... 
Lac ..... 


VIII. —Building Materials — 
Asphalt 

Cement . . . 

Stone and Marble 
Asbestos Raw 
Wood and Timber 


Total . 


K.B .--As about I/4th of the value of the total is covered^ by arti¬ 
cles of merchandise not mentioned l/4th of the total tonnage 
to be added ....... 

Grand Total: Imports . 

Exports 

Imports and Exports . 


1937-38 

Ton* 

1948-41) 

Ton* 

728 

900) 

714 

1,100 

625 

250- 

367 

17,844 

134 

1,000- 

50 

100 

2,57,693 

2,24,37* 

1,71,936 

1,30,272 


3,405. 


63,216 

1,78,364 

42,088 

43,810 

17,600 

12,570. 

11,208 

3,090 


2,560 

9,485 

16,000 

2,097 


1,118 

, , 

924 

91,590' 

72 

1,62,515 


38,330 


10,000 

47 

110 

8 

6,665 

1 

61,930 


5,918 

1,37,864 

6,33,452 


50,249 

24,991 

47,110 

1,46,163 

5,778 

5,000 

61,748 

75,240 

2,65,799 

49,15,642 

63,35,122 

12,28,910 

15,83,780 

61,44,552 

79,18,902 

87,50,957 

47,75,611 

14,895,609 

12,694,513 
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THE'INDIAN ROADS OF TRANSPORT DEVELOPMENT ASSOCIATION LTD., 

BOMBAY 

LONG DISTANCE TRANSPORT OF GOODS BY ROAD 

Financial Losses to Government and other Dangers 
of Restriction 

At the outset the Association would most strongly deprecate .any spirit of 
hostility between roads and railways. They are both out to serve the Indian 
public: The sole aim should be efficiency of the methods of transport. Each 
-method of transport is supplementary and complementary to the other. 

The Association feels that the recommendation made in October 1945 by the 
Transport Advisory Council in regard to the restriction of goods traffic by road will’ 
be detrimental to Government Revenues and to the interests of the public. The 
^restriction envisaged is that permits for distances exceeding 10Q miles.should not be 
■issued in the ordinary course and those for distances of between 50 and 100 miles 
■should be scrutinised with care (or in other words discouraged). 

Financial implications .—The Association understands that these restrictions 
have been recommended on the assumption that the additional traffic that th6y will 
create for the railways would bring additional revenues to the Government of 
India. The assumption however is not correct because road transport, as yet in 
its infancy, represents a much more valuable and a more-expanding source of revenue 
to the Government of India, than Railways, in normal times. For example, in 
the 10 year period from March 1930 to March 1940, Central revenues from motor 
transport rose from Rs. 4-3 crores per year to Rs. 9-1 crores (as follows) and this 
cannot but increase at a much greater i ate when the present plans for road develop¬ 
ment are completed. 

Central Revenues from motor transport 
[Rs. Lakhs) 


Import duty Duty on Excise and 
Year on motor pneumatic import duty Total 

Vehicles & tyres & on petrol 

parts. tubes. 

96 37 297 430 

153 29 729 911 


In the latter year, after a transfer of Rs. 1 -8 crores to the Road Development 
Fund, the remainder of Rs. 7-3 crores represented the Central Government s nett 
revenue from road transport. In addition, the Railways themselves receive large 
amounts from the carriage of petrol for motor transport (e.g. Rs. 1 crore before the 
war). 

This revenue to the Central Government is of course in respect of all forms 
motor traffic and is not confined to goods transport alone ; but it is interesting to 
compare this revenue with the estimate made by the Railways themselves of the 
loss of railway traffic to the roads. The report of the Indian Railway Enquiry 
Committee (Wadgewood Committee) 1937, states in Chapter VI, Page 102, that the 
evidence, placed before the Committee by the Railway Administration indicated 
a loss of something like Rs. 4^ crores (this is the estimate of the gross traffic revenue 
that would have come to the Railways if road competition was completely non¬ 
existent and not of the Railways profit). The Committee proceed to say:— 

“This total was made up of Rs. 3J crores in respect of passenger traffic and Rs. J crore 
in respect of goods traffic, and included losses due to reductions of rates and l area 
introduced in order to meet road competition”. 


1929-30 

1939-40 



*13 

These figures are self-e?plauatory and prove that the Central Government’s 
revenue from road transport is many times greater than the loss suffered by the 
Railways from road transport competition ; for, if from the traffic of Rs, 4£ crores 
mentioned by the Railways, we deduct the petrol traffic of Rs. 1 crore, the nett 
loss of traffic is only Rs. 3J crores, and indeed if Railways do regain this traffic, 
the nett profL to them from it would only be a small percentage of the figure of 
Rs. 3J crores ; while the revenue from road transport to the Central Government was, 
in 1939/40, Rs. 7-3 crores nett as explained above. 

Another point to be noted from these figures is that the loss of goods traffic 
to the Railways is very negligible, being not more than Rs. f crore in respect of both 
long distance and short distance hauls. Nobody, in the absence of definite traffio 
purveys, can of -course assert what proportion of the goods traffic by road can bo 
classed as long distance traffic, but it can be very safely assumed that in tnis figure 
of Rs. J crore , the proportion of long distance traffic will not exceed 25%. 

The foregoing will servo to prove that there is nothing to be gained financially 
by restricting long distance road transport ; in fact by lestricting road transport.,, 
Government revenues stano to suffer a considerable loss. 

It may be that the assumption which has apparently been prevalent for some 
time, to the effect that Governent will improvo its revenues by restricting road 
competition, is too deep-seated to be shaken off easily. We think however tnat a 
further analysis is possible of Government’s road revenue and railway revenue- 
(from goods traffic) on a ton mile basis. The Central Government’s Post War- 
Technical Sub-Committee, in its report on “The Futuie of Road Transpoit and Road/ 
Rail Relations” (November 1943) statos in Chapter V that out of the tax paid by 
motor goods transport, amounting to more than 6 pies per ton-inilo , a charge of 
between 1-24 and 1-65 pies per ton-mile suffices to cover the fair share of such 
transport towards the provision of the road. The Government therefore at present 
gets a minimum profit to general revenues of 4£ pies per ton mill from road trans¬ 
port. 

On the other hand, if the Railways make a normal contribution of 1 % of their 
capital at charge to the Central Revenues, this will come to Rs. 8 crores and their 
ton-mile contribution can be worked out as under. Goods traffic accounts for two- 
thirds of the earnings of the Railways ; so, out of the contribution of Rs. 8 crores, 
the share of goods traffic will be Rs. 5'3 crores. The pre-war goods traffic of railways 
was 22-159 million ton miles and thus per ton mile, the railway contribution comes, 
on an average, to loss than half a pie or less than one-ninth of tnat of road trans¬ 
port. 

It may be that on the traffic sought to be diveited from the road to the rail 
the profits derived by the Railways will be greater, because it may consist, in part, 
of high-rated commodities, but it must be remembered that the bulk of road traffic 
has come into existence solely because of the special facilities provided by the 
motoi vehicle and with the proliibition of road transport, such traffic w ill automa¬ 
tically dry up, leaving only a small portion available for diversion to the r ii. 
Thus if a certain quantity of goods is transported between two given points by 
road, prohibition of road traffic may extinguish say half of it and divert merely 
the remaining half to the rail. And of this half, if say 25% corsists of high rated 
commodities on which the Railways may be able to make a profit of as much as 
one anna per ton-mile, the Government would still lose more revenue through road 
transport prohibition than would be gained jointly by railways and the Govern¬ 
ment in the process. The following is a rough calculation on an assumed long dis¬ 
tance road traffic of 1000 ton-miles :— 

With no prohibition of Road transport. 

Road transport revenue to Government on conveyance of 

1,000 ton-miles of goods by road @4$ pie* per ton mile . . • Rs- 23 7 9 



With prohibition •/ Bead Trone port 
Traffic available for diversion to tha rail 
High rated traffic m tha traffic diverted 
Railway*’ profit @ 1 anna per ton-mile on high rated traffic 
Add Railway contribution to Central Revenues on all the 
•00* feon-milee @ j pie per ton-mile . . . 

Total profits to Railways and the Central Government 


060 ton-mile* 


120 


7 IS 0 


1 5 0 
9 2 0 


♦The comparison is between 1,000 ton-miles by road and 000 ton-miles by rail, becauB 
should restriction of road transport be carried through, the remaining traffic of 600 ton-miles 
as explained earlier will not exist. 

We Hubmit therefore that the loss to the Central Government revenues througl 
the prohibition of long distance road transport would be more than double the incomt 
that might be derived by the Railways through such prohibition- 

Other considerations .—Apart from the financial losses entailed in the restrietioi 
of load transport the following weighty reasons show that the proposed restriction 
are harmful and inadvisable. 

As quoted by the Post-War Technical Sub-Committee in its report on Road 
Rail Relations (November 1943), the function of the State is not to maintain tb 
status quo or to favour one means of transport at the expense of another, but b 
create the requisite conditions for securing the maximum efficiency of all means o 
transport and to further their evolution in the interests of the general welfare of th 
community and of technical progress. 

Restrictions imply an overabundance of road service facilities, but the posj 
tion in India is just the reverse. Taking motor trucks in particular, India ha 
no more than 7 trucks per 100000 of the population, the corresponding figures fb 
the United Kingdom and the U.S.A. being 1200 and 3300. It is clear that, : 
we are to make any progress, there must be an expansion of modern means of tram 
port in the country and our transport policy must be such as to encouiage many tboi 
sands of new motor vehicle* to be pressed into service 


RoadjRail competition in India is less than i>% of that in England and the 

U.S.A. 


Examining the volume of motot tr/.n- j 

)ort, oompet ing wit h 

railways, 

the pin it io 

is re> less strikiu-' when we compare Inili 

with otl 

•/■r proun 

•ssi\e countries T1 

extent of road competition with railways 

is best ji 

.ul*'i d. l.v 

the number of moti 

trucks i:>. operation in a country as compart 

•d with tin 

• count rv’ 

s railway 

mill age an 

the followihg figures tell an impressive tale :— 




Railw 

<iv No 

of p>o<is 

Lurries pe 

Country 

Milt* 

ipo 

lorrios 

mile o( ltly 

U.s.A.. 

248,825 4,064,332 

10 

Or. Britain ...... 

20.403 

404.800 

24 

India ...... 

40, 

525 

28,000 

0-7 


Indian Railways are esjieri ming from motor transport less than 5 % of t] 
comp'-titinn which Railways are encounterin'.' in the U.S.A. or Great Britain, i 
tli" carriage of goods. And neither of the hitter countries has placed any mileaj. 
restrictions on road good* \chicles. 

U.S.A. gives farther Encouragement to long Distance road Haulage. 

In fact-, far from discouraging conqictitioii of the road with railway, the U.S./ 
now proposes to give further encouragement to long distance road haulage by co, 
structing 34,000 miles of super-highways, closely analogous to Railways. The 
highways will be for the exclusive use of long distance traffic and will permit true 



S15 


trailer combinations or road trains of a length of up to 60 feet to operate at a 
speed of 60 miles an hour. This is an instance of how that country always tiies 
^to secure the maximum efficiency of all means of transport and further evolution 
in the interests ot the general welfare of the community and of technical progress”. 

How other Countries are Securing RoadiRail Co-ordination. 

The approach of other countries to the question of road/rail coordination is 
quite different to that recommended by the Transport Advisory Council. Foreign 
Railways too, like those of India are handicapped by their rate structure in com¬ 
peting with road transport but instead of endevouring to eliminate competition 
they are adapting themselves to changing conditions. In pre-war Netherlands and 
1 Germany for instance, Railways like road transport, were charging e flat rate for 
' consignments of less than 6 tons wmle Italy met the situation by effecting a rete 
reduction of 20% for the highest classes of goods. Similar steps are open, to the 
Indian Railways. 

The Official policies of the United Kingdom and the U.S.A. in respect of trans¬ 
port co-ordination are as follows :— 

United Kingdom. —The Transport Advisory Council, in its Report on Service 
and Rates, published in 1937 has laid down that:— 

“the best line of approach to achieve co-ordination is to aim at securing for traders ade¬ 
quate alternative facilities, care being taken to see that the resultant competition 
is on fair terms, and there should be an unfettered right on the part of the trader 
to select the form of transport which he approves and which is most convenient 
and economic, for his purposes. 

More recently i.e. in July 1946 the British Railway Companies and the British 
Road Haulage Association submitted a memorandum to the Minister of Transport, 
the terms of which are approved in principle by National Asscociations of Traders 
and Industrialists. The following are the fundamental general principles of the 
Scheme. 

(i) That the public should have an unfettered right to select the form of 
transport which is the most convenient and economic for their own 
requirements; 

(ti) That road and rail services should be so organised as to ensure that so- 
far as is practicable traders are provided witli adequate alternative 
facilities with competition on fair terms : 

(m) That road and rail transport should have like public service obliga¬ 
tions. 

U. S. A .—The United States Government in a reply to the League of Nations 
in 1936/37 stated :— 

“It is a fixed policy of the United Statos Congress to preserve competition, 
not only between the different forms of transport but also within a 

given form of transport. Thus.it is provided 

that competition shall be preserved as fully as possible and wherever 
practicable the existing routes and channels of trade and commerce 
shall be maintained.” 

Indian Railways already subsidised through high road taxation. 

It is submitted that Indian Railways, unlike Railways in other countries are 
already very fully protected against road competition by the heavy taxes on motor 
vehicles and motor fuel which render the cost of road transport very expensive in 
comparison with railways. As pointed out earlier, tho taxes on motor transport 
amount to more than 6 pies per ton-mile of goods carried, while less than 25% of 
these taxes will cover the cost of provision of the road for the motor vehicle.. 
The Government therefore at present gets a minimum profit to general revenues of 
18 M. of Cora. 
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pies per ton-mile from road transport. When we consider that tho average cost 
■of railway transport is 6 pies per ton-mile, tho extent of the indirect subsidy already 
afforded to railways through road transport taxation stands out in bold relief. 

Railways also subsidised through cheap transport of coal. 

This is not the only advantage that tho railways get over road transport,. 
Roughly 20% of the total railway goods traffic is made up of coal for the Railways’ 
•own use and this is carried at loss than half the actual cost of transporting it. In 
1937'38 for instance.—a normal pre-war year—4311 million ton-miles of coal were 
•carried for the railways, at less than 2^ pies per ton mile, the actual charges being 
Rs. 5 • 3 eroros. The difference between the charge made and the actual cost of 
•carrying this coal may be taken to exceed Rs. 6 crores and this is equivalent to an 
indirect subsidy for railways. The loss incurred in carrying this coal is made up 
by higher rates on other commodities. Motor transport on the other hand has to 
pay very high charges for transporting its fuel, petrol, on railways. 

The Motor Vehicles A ct- has eliminated uneconomical competition. 

An argument adduced by the Technical Sub-Committee to show that motor 
competition is wasteful is that in 1938'40 road rates where advertisod for rlistanees 
■upto 1500 miles, averaging about one anna per ton-mile which could only have 
been possible with overloading and finance by bankruptcy. The Association 
submits that the remedy for this is not the prohibition of road transport, but the 
prevention of over-loading, together with the encouragement, for long distance 
haulage, of stable and organised concerns who cannot afford to finanoe themselves 
by bankrupt methods. In fact, such uneconomical competition as did exsist prior 
to the war which was occasioned by the absence of adequate regulation of road 
transport has been put a stop to by the Motor Vehicles Act which came into force 
in 1940. Any expansion of motor transport that may be expected hereafter cannot, 
under any circumstances, lead to the road competing unoconomieally with the 
Railway. 

Healthy RoadjRail Rivalry essential. —Healthy rivalry between transport 
agencies is the most effective way of promoting efficiency in transport services, 
while a monopoly cannot but lead to stagnation and want of enterprise. It is 
only through rivalry that the public can be assured of the maximum efficiency in 
service at minimum cost. An organisation that is faced with the unenterprising 
routine of a monopoly losses ultimately its initiative and the urge for greater effi¬ 
ciency. It is common knowledge that it was the stress of roid competition that, 
more than anything else, led to the adoption of measures by Indian Railways for 
the stepping up of their efficiency before tho war. If road transport on long dis¬ 
tances is suppressed resulting in the creation of a monopoly for the railways, the 
result cannot but be a tremendous loss in transport efficiency as judged in the 
interests of the country. For this reason, neither is it advisable for the railways 
to have a monopoly of long distance services nor for the roads to have an enforced 
monopoly of short distance traffic. 

Special advantages of road transport on routes of upto 22.5 miles. 

Transport is not a service to be provided regardless of individual needs. The 
individual, be he a trader, farmer, industrialist or private citizen must have freedom 
to choose the means of transport he finds most convenient for his purposes. 
This is his inalienablo right. Transport should be the servant of the community, 
and any restrictions on the community’s freedom of choice is bound to increase costs 
of production and distribution and stultify the country’s progress towards economic 
advancement. 

Competition between road and rail is in much the same category as that between 
the postal and telegraph services. A person wantirg i qui'.k means of communi- 
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cation resorts to the telegraph office in preference to the postal system, but nobody 
would suggest that the two services represent a wasteful duplication of facilities. 
In the same way a person makes use of the road in preference to the rail and vice 
versa according to his needs ; and the national interests of the country require that 
such alternative facilities, subject to the effective regulations now obtaining under the 
Motor Vehicles Act, should be maintained and encouraged. 

It is the Association’s belief that such discussion as has taken place between 
the Centre and Provinces so far has unfortunately not been confined to the merits 
of the question. Provinces apparently felt that the acceptances of the “Code for 
regulation of road transport’’ was one of the conditions attached to the transfer of 
National Highways to the Centre and the feeling was thus produced that unless the 
Code was accepted, Provinces would not be eligible for the financial assistance 
they e'xpect to derive through being relieved of responsibility for National High¬ 
ways. 

This impression, we feel should be corrected if there is to be no appearance of 
compulsion In regard to the acceptance of the Code. In fact the assumption 
■of responsibility for National Highways by the Centre is proposed as part of the 
Central Government’s contribution towards post-war development in the provincial 
field and in particular to enable the provinces to concentrate on the development 
of district and village roads which have been neglected in the past. 

For the above reasons, my Council submit that Government’s policy should be 
free from any intention to favour or handicap one form of transport in relation to 
Another form. The object of any policy should be the provision of efficient transport 
to the public so as to enable the country to enjoy those benefits from technical 
progress in the means of transport such as England and America are harnessing 
to economic development of their countries. 

Government regulations should not handicap either the road or the rail in 
operating in fields in which it is supreme, viz., Railways for carrying heavy loads in 
bulk over long distances and the road for door-to-door conveyance of smaller con¬ 
signments requiring quick transport and careful handling within distances which it 
can serve more efficiently than the rail. 

The assumption of the Transport Advisory Council that the distance within 
which the motor vehicle can render a service superior to the railway is genera¬ 
lly no more than 100 miles and often limited to 50 miles is not correct. The door- 
to-door service afforded by the motor vehicle eliminates at least four additional 
handlings at railway terminals, i.e. 

From the road vehicle to the goods station and fr Jtn the g >o i)\ At Rly. Terminal No. t 

station to the Railway Wagon. f 

as also 

The unloading at destination and Loading on to the Road Ve-\ At Rly. Terminal No. 2 

hide. j 

Besides avoiding risk of damage to the goods handled and saving the cost, 
of such handlings and of the transport to and from railways terminals, road transport 
is quicker than rail, feeds the consumer according to his capacity to consume 
permits considerable saving in packing and affords the consignor full control over the 
goods until they reach the destination. Thus, flexibility, safety, economy, speed 
and convenience some of which are illustrated in certain examples quoted in the 
Mitchell/Kirkness Report (Bengal section)—make up the technical progress re¬ 
presented by the motor vehicle and render the road service pre-eminent among the 
agencies of transport for any distance a vehicle can cover in a day. This distance 
on a eonjrvative estimate can be computed at 225 miles. 

Conclusion. —We submit therefore that, far from the Government benefiting 
financially through restricting road transport, the result of any restriction will 
be to create a loss of revenue to the Central Government. In addition, there is 
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bound to b« immense loss to the country in the field of economic development 
through, 

(a) the public being deprived of 

(i) the benefits of technical progress and 

(it) the right to employ the method of transport most convenient for their 
purposes, and 

( b) the various means of transport losing the initiative, provided by healthy 
rivalry, to improve their services, 

In view of the foregoing, the Association submits the following reccmmend*- 
tions - 

(i) There should be no mileage restrictions on pnblic transport of goods 

by road. 

(ii) If road services are to be grouped into “short” and “long” distances 

services covering a radius of 225 miles from the centre of operation, 
representing a day’s distance by motor lorry, should he classed as 
short distance and such services should be encouraged. 

(Hi) If it is felt that the railway rate structure gives any advantage to compet¬ 
ing road transport, the advantage could be nullified by so revising 
the rate structure that freight rates do not generally exceed those for 
equivalent road transport. Actually the number of commodities for 
which the Railways charge any rates, higher than those of motor 
transport, is very small, because motor transport even in pre-war 
days was costing between 11 & 2 annas per ton-mile, whereas the 
average cost of railw ay transport does not exceed 1 anna per ton-mile. 
The fact that road transport is still in demand proves that people 
are prepared to pay extra charges for the speed and convenience of 
such transport. 

(if) However, so that road rail competition on long distances might be 
maintained on healthy lines and strictly on the basis of service, we 
•suggest that in place of a mileage restriction, holders of public carrier 
permits covering a radius of over 225 miles, might, if necessary, be 
subjected to a restriction that they should not underquote actual 
railway rates on parallel routes of an equal distance. 


THE INDIAN HOADS AND TRANSPORT DEVELOPMENT ASSOCIATION 

LTD., BOMBAY. 

The object of this memorandum is to invite the Commission’s attention to the 
very grave handicaps suffered by commercial, industrial and agricultural activity 
in the country on account of:— 

(a) the appalling inadequacy of road communications, and 

(h) the absence of conditions favourable to the provision of cheap or eco¬ 
nomical transport by road. 

A. Road Communications. 

It is unnecessary to labour the point that the economy of any country evol¬ 
ves around transportation. Means of transport include Road, Rail, Water and 
Airways but Roads are fundamental to all movement. All other forms of trans¬ 
port—rail, water and air—need a good network of roads radiating to and from 
their railheads, docks and aerodromes to operate successfully. Roads have 
therefore a special importance of their own and especially under the growing needs 
of the present day, their importance is of great magnitude, and the efficiency and 
adequacy of the road system are fundamental to the w;bole economy of inland 
transport. Particularly as India is a Land of far-flung and scattered village* 
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where the rural community represents 85% of the population, good road commu¬ 
nications are of permanent national importance. 

In primary transportation our equipment is 10°/ o of that of U.K .—Statistics 
will show that we have no more than one-fifth of a mile of road per sq. mile of the 
country’s area, as against 2 miles of roads in a country like Gt. Britain. So in 
the field of primary transportation our equipment is no more than one-tenth of 
Gt. Britian’s. Our deficiency is equally severe if we consider road lengths in re¬ 
lation to population as the following statement will show : 


Hoad mileage Hoad mileage 
Country per s<j. mile per 100,000 

of area of population 


Japan . . . . 3-98 850 

U. K. 2-02 393 

France . . . . 1 88 980 

U. S. A. I-00 2500 

Germany . . . . . o 95 360 

Italy ......... (>• 75 217 

Including cart tracks & horse paths—India . ,- 0-22* 89* 

Excluding Ditto . . < 0- 15 61 


Roads, in this Association’s opinion, constitute the key to the unlocking of 
the country’s vast potential industrial wealth. One of the foremost handicaps 
to increased output, both in industrial and agricultural fields is lack of road 
communications and consequent inaccessibility of cultivable lands and industrial 
raw products. A road system is one of the essential tools of production because 
every effort to stimulate industrial enterprise, to encourage cottage industries 
or to intensify agricultural operations postulates facilities for the movement of 
raw materials and finished goods between potential sources of supply and produce 
tion and then to consuming centres. On the other hand, hundreds of our villages 
remain unconnected w ith the road system-—and therefore cut off from other means 
of transport also—and economic activity in those areas is practically at a stand¬ 
still. Only when men and materials can move about in such isolated areas can 
the vast economic and industrial potentialities of the country be fully exploited. 

Industries are handicapped by excessive cost of transport .—Thus the industrialisa¬ 
tion of the country depends to a large extent on the provision of additional trans¬ 
port facilities. Nothing can be of greater benefit to the development of industry 
than low transport costs. These transport costs enter into the costs of production 
at every successive stage, into everything made in the factories, everything that 
•comes from the farms or market gardens or fisheries and everything dug from the 
mines and quarries. In actual fact, transport costs sometimes exceed by a large 
margin the cost of the article itself. At the present moment high transport costs 
and lack of access to sources of raw materials handicap India very severely. There 
is neither a trade nor industry in this country which is not suffering in some 
marked degree from shortage of transport and is; excesHive cost. 

Better Roads can save Rs. 56 crores annually in costs of bullock cart transport .— 
It is recognised that the bullock cart, is still the> basic transport vehicle of India 
and it may remain as such for many decades. At the same time'the bullock cart 
is a much more efficient vehicle on a good suifo'ce than **• ih a field track. 
Not only in respect of the load it can carry btit in the speed at which <it can 
•cover the ground, the number of ton-milts lost.iolndisveach day by bullock darts 
travelling on poor surfaced tracks is colossal. In other words the lack of metalled 
Toads, fdr the use of bullock carte, represents high cartage charges for industry 
and acts as a grave deterrent td industrial expansion. 
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A Comparison between cartage costs on metalled and unmetalled roads ap¬ 
peared on pages 84/85 of the Report of the Indian Road Development Committee, 
1927-28. The relevant para states : 

“We understand that in the Lahore district it costs Rs. 3 to cart 100 c.ft. 
of road-metal for the first mile of a metalled road and Rs. 4 on an 
unmetalled road, and for the succeeding miles the rates are Rs. 1-8-0 
and Rs. 2 respectively. 100 c.ft. of metal requires about four carts. It, 
might therefore be argued that a metalled road probably saves the 
cultivator two annas a mile on every trip his cart makes. If account 
were taken of the enormous “mileage covered by cultivators’ carts 
in moving crops to market, the financial saving to the country by 
a developed system of roads might perhaps be dimly guessed at”. 

The financial savings to the country in cart operation through better roads 
indicating the magnitude of the stimulus that industries would derive thereby 
can be roughly estimated in the following way. India's road system (pre-partition) 
consisted of 299, 720 miles of roads, of which 97,547 miles were metalled and 202.173 
miles (over two-thirds) were unmetalled. The m mber of bullock carts in India 
is 87 • 15 lakhs. If we therefore assume that 50 lakhs of bullock carts ply on un- 
metallcd roads and, to be conservative, they operate for 90 days in a year travelling 
10 miles per day, it will be seen that a metalled system of roads could save the 
country a sum of over Rs. 55 crores a year. 

Thakurdas Committee urges that lack of roads which is a deplorable defect in econo¬ 
mic structure should be immediately set right. —The demand today is that the distance 
between sources of raw materials and factories and between the latter and the 
consumers, should be shortened both in time and cost, and to a country desiring 
to increase its annual output, quick transport between these points is an imperative 
necessity. 

These remarks are borne out by the findings of the Bombay Economic & In¬ 
dustrial Survey Committee of 1939/40 whose chairman was Sir Purshotamdas- 
Thakurdas. The report of the Committee states that one of the factors responsible 
for the backwardness of the Province in the realm of industrial development is that 
different centres of consumption and of production are not connected by reason¬ 
able transport facilities with one another. Large numbers of villages are not con¬ 
nected by road with urban centres or railway stations. Over 40% of the total area 
during fair weather and upto 80% of the area during the monsoon is completely 
devoid of road communications in many districts. The injurious effects of in¬ 
adequate transport facilities, the Committee state, can find no better illustration 
than the district of North Kanara which, in spite of vast, resources of raw material 
and power, remain a backward area with a declining population. “Something haa 
to be done” add the Committee “to increase and improve the transport faci¬ 
lities in the province if the pace of industrialisation is to be perceptibly quicken¬ 
ed.We cannot sufficiently emphasise the imperative necessity ot 

Government setting right this deplorable defect in the economic structure of the- 
province from the point of view of both its agrieulure and its industries”. 

The Committee have in no way over-stated the drawbacks suffered by our 
potential industrialists. Today the waste of time, money and energey involved' 
in moving a cart in the heart of rural areas is simply enormous. The spectacle 
of a bullock cart having to be escorted by two or three attendants, in addition to- 
the cart driver, to prevent the vehicle tumbling down over narrow tracks, on# 
side of which is at places at a level of 2 or 3 feet above the other, is not at all an. 
unusual one in certain areas of the country. Even so, thousands of villages are cut 
off from the outside world during the four or five months of the monsoon. 

National Planning Committee urges construction of rural roads .—Attention to- 
this matter was also drawn by the National Planning Committee in 1940, . undep 
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the chairmanship of pandit Jawaharlal Nehru. A resolution of the Committee 
stated: 

“One of the most considerable handicaps of the existing economy of India 
is the lack of cheap and adequate transport service in rural areas 
which it is considered, is likely to be provided by a better develop¬ 
ment and use of the roads as between the villages as also those connect¬ 
ing the villages with markets”. 

Ks. 5^ crores can be saved, in industrial costs, through road development in the field 
of motor transport. —High transport costs due to an a inadequate and unsuitable 
road system impede industrial expansion equally severally where conveyance 
of goods by motor lorries is concerned. The Indian Road Development Committee 
state on page 33 of their report: 

“The effect. of«road surfaces on running costs is not perhaps fulK realised. 
No accurate figures appear to have been calculated in India. But 
the following extract from an American bulletin (with cents reduced 1 
to annas and pies at the rate of 1 cent=6 pies) may be taken as a 
basis of comparison :— 


Cost of running 
per mile for a 
motor oar tra¬ 
velling at 2f>—35- 
milo* per lio l' 

As. Ps. 


1. Host Portland Cement concrete and asphalt fillod brick ... 4 h 

2. Best gravel, yearly average ........ 55 

3. Ordinary .......... oil 

4. Weterbound macadam, well maintained ...... 57 

5. Bituminous Macadam well maintained ...... 54 

0. Average sheet asphalt ........ 50 

7. Best earth, well packed by traffic, yearly average .... 60 

8. Ordinary earth with light traffic yearly avorage ... 64 


These figures, which allow for depreciation, repairs and wear and tear of tyres 
as well as for the consumption of petrol and oil cannot be applied to 
India without many reservations, but the difference in the cost of 
running over good and over bad roads in India is possibly not less 
than is represented by them. If they are taken as they stand, it 
appears that the cost of running a car for twenty miles over a bad 
unmetalled road is two rupees more than the cost of running over a 
first class surface.” 

The Provincial Motor Transport Controller. Bombay whose Department is 
in charge of the nationalised passenger bus servees in the Presidency has recently 
stated that if better roads are provided, the cost of operation of buses can be re¬ 
duced by three to five annas per vehicle mile. The same saving necessarily applies 
to goods vehicles and if industry has good roads at its disposal the savings in trans¬ 
port costs that industrial undertakings will be able to effect are considerable. For 
ixample, if we assume that out of the existing 46,000 trucks in the country, some 
10,000 are serving industry and each of them operates approximately 10,000 miles 
Mutually over bad roads, the savings possible through an improved road, system are 
m under: 

Per vehicle R». 

10,000 mile* at 3 as. per mile . . , . . 1876 

Saving on 30,000 vehicle annually . . . 5-62 crores. - 
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Cheap motor transport is of fundamental importance to large scale industries 
and the provision of good roads will therefore constitute a great stimulus to industrial 
expansion. 

Roads alone can encourage small scale industries. —Just as a river enriches the 
whole terrain through which it passes, so also, when an industry grows up an area, 
the resultant prosperity permeates to all in the neighbourhood and there is a 
general rise in the standard of living. Instead of excessive localisation in a few belts 
of the country we have to ensure that the growth of industry is diffused as widely 
ns possible. Road development alone can achieve this. There are hundreds of small 
scale industries which will receive an impetus the moment more and better roads 
are provided. To mention only a few, these include the manufacture of jaggery 
and sugar, dehydrated vegetables, fruit products, milk products, tiles, bricks, 
handloom and cloth weaving, metal ware, coir products, wooden implements, cane 
and bamboo wares, paper pulp, straw-board, glue, etc. etc. 

Rural Roads will return Rs. 277 for every sum of Rs. 100 spent on them. —It may 
be useful to mention here that at the request- of the Government of India, the India* 
Roads and Transport Development Association carried out a “Pilot” Road Survey 
of certain small areas of Bombay Province in 1943, for the sake of evaluating the 
economic gain conferred by an adequate road system on the community and its 
relation to the cost of constructing and maintaining the roads. The survey which 
was carried out with the fullest co-opcration of the Provincial Government, the Director 
•of Agriculture and local bodies and local officers of the area concerned, showed 
that financial benefits to tho community would occur under three main heads— 
increase in land under tillage, greater cultivation of money crops including fruits 
and vegetables and savings in transport coats. In the selected areas, the financial 
benefits to the community under these three heads were estimated at Rs. 12 lakhs 
per year, whereas the necessary roads including satisfactory maintenance for 20 
years would cost less than Rs. 44 lakhs annually, including 3|% interest on a road 
loan redeemed in these 20 years. Thus for every 100 rupees spent on roads, the 
return through increased earnings to the community would amount to Rs. 277. 
This is independent of the inevitable rise firstly in the revenues to Government 
from various sources such as land revenue, income tax and motor transport taxation 
and secondly in the additional traffic with which roads would feed the Railways. 
A still greater asset would be the social advancement of the community through 
educational progress, provision of health services, personal enjoyment and the 
provision of the many other amenities of civilization, not capable of measurement 
in terms of rupees, annas and pies. 

Roads will heIp the “savings Habit" by assisting Banking business. —Road de¬ 
velopment can help industries, not only by facilitating production and transport 
but also by raising the tempo of several ancillary measures that create conditions 
favourable to expansion of industries. For example one of the measures suggested 
by the Central Advisory Council of Industries in July, for aiding industrial activity, 
was that the habit of saving and investment should be inculcated by inviting five or 
six leading commercial banks to establish about 200 branches each in rural areas. 
Here the link between banking and roads will be apparent on a little reflection. 
As these new banking offices, numbering 1000 or 1200 in all, would be additional te 
the existing banks, it seems clear they would have td be located at many small 
town-lets which are very poorly served by roads. ' In any case, since a bank can¬ 
not be located in each of the six lakhs of villages in the country, it is intended that the 
people of each village should deposit money in the bank situated in the nearest 
town. But if there is no good all-weather communication between the village 
and the bank, to enable S{>eedy travel for the constituents of the bank, who may 
want' frequently to deposit money in their accounts or fiiake withdrawals therefrom, 
dt would certainly be impossible to persuade the Tillage-folk , with all their conser¬ 
vative ideas, to have anything to do with banks. 
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The same relationship between roads and other factors contributing to industrial 
promotion can be traced if they are carefully examined. 

Road Plans .—Road Development, it was expected, would receive a fillip with 
the inauguration of the Central Road Fund in 1929. The Fund which was constitut¬ 
ed on the recommendation of the Road Development Committee, 1928, is fed by a 
share of the Central Excise Import duty on petrol, this share being 21 annas per 
gallon at present out of the total fluty of 15 annas. However, although the Fund 
was formed for supplementing normal road expenditure, it was accompanied by 
diminution of grants from provincial revenues with the result that the total road 
expenditure in the country, instead of recording any increase, diminished sub¬ 
stantially for about a dozen years despite the existence of the Fund, and the 
condition of the roads began to deteriorate. In the interval, following the Road/ 
Rail Conference of 1933 when the principle of road construction from ‘'capital” 
was advocated by the Finance .Member, many provinces drew up plans for a capital 
programme but they uere later dropped on the plea of financial stringency. 

Road Planning was revived by the Nagpur Conference of Chief Engineers in 1943 
and we have now before us the Nagpur Plan which envisages the improvement of 
the existing road system of roughly 300,000 miles and the addition of 100,000 miles 
of new roads. (These figures are for pre-partition India including Indian States). 
The Nagpur Conference recognised that no single factor can contribute more to the 
prosperity of India than an adequate road system. The authors of the plan also 
reoognised that ultimately savings in transport costs through road development would 
outweigh the cost of the plan and in addition Government revenues from road 
transport would register a steep rise, so that road construction is as good an invest¬ 
ment as that on railways or commercial undertakings. The fact that the present 
revenue from motor transport is roughly Rs. 19 erores annually as against Rs. 9 
crores prior to the outbreak of the war is significant in this connection. One can 
■easily expect this revenue to increase to Rs. 45 or 50 erores annually if the Nagpur 
Plan is completed, accompanied by better supplies of petrol. 

15 year's road transport revenue would meet entire cost of Nagpur Road Plan .— 
The framers recommended completion of the works in 10 to 15 years. The 
cost of the plan was estimated at Rs. 300 crores at the pre-war level of prices. At 
the present levels, it would perhaps cost about 700 erores—an amount which 
increased road transport in the country, to be fostered by the new and better roads, 
would itself contribute through revenues in a period of roughly 15 years. 

There should thus be no hesitation in investing the above sum on road develop¬ 
ment but unfortunately the Provincial Governments as well as the Government of 
India have been constantly reviewing their portions of the programme and, with each 
revision, the chances of the allocation of adequate funds for the execution of the 
plan are receding. 

Provinces are curtailing their road programmes .—-Tt is true that by the middle of 
1946, all Provinces, as well as the Government of India were ready with the first five 
year plan. The total cost of these plans was estimated at Rs. 183 crores, made up 
of Rs. 36 crores for National Highways which have been taken over by the Govern¬ 
ment of India, effective from April 1947, and Rs. 147 crores for other roads under 
the charge of the Provincial Governments. (The mileage of National Highways 
is roughly 14,000 or roughly 5° 0 of the total mileage.) 

• • • i ; i • , 

This programme, in itself but an instalment of the minimum road requirements 
•of the country, has however;'been subjected to the axe-. Today thfe plan stands 
reduced to a figure of Rs. 112 crores representing a reduction of Rs. 71 crores 
•oter the 1946 proposals. Half of this reduction is attributable to the separation 
•of Pakistan but the remaining half represents curtailment of the programme by some* 
®f our Provinces and by the Government of India.. In particular the Provinces of 
Madras and Bombay have reduced their 5-year programmes from R*. 20 crores 
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each to Rs. 8 crores and Rs. 5 crores respectively, and there are now fresh talks of 
other provinces also reducing their present targets, the U.P. being a case in; 
point. 

Two and a half years of the 5 year period covered by this first instalment of 
the Nagpur Plan have now elapsed and there is little visible progress in most of 
the provinces. During this period a large portion of the funds which were allotted 
could not be spent owing to shortages of materials and delays in final preparation of 
estimates, land acquisition etc. It is only just now that preparations for execution 
of works are coming into their stride. 

Plan must be transformed into actual roads .—To have a paper plan like the Nagpur 
Plan does not serve our requirements. It is only by the translation of the plan 
into actual roads that industry can benefit. The present five-year plan is mostly 
confined to bridging, construction of small missing links in the road system and 
generally arresting in parts the deterioration of roads caused by previous neglect 
combined with war time increase of military traffic. 

Additions proposed to the existing mileage at present are insignificant. It is 
in the remaining parts of the Nagpur Plan that the actual expansion of the road 
system is to be undertaken. Seeing that the present five-year instalment of the 
programme constitutes no more than one-fifth of the Nagpur Plan and the imple¬ 
mentation of this instalment depends on the promised financial allotments actually 
materialising in the next few years and seeing also that no definite commitments 
have been made by Governments regarding the remaining four-fifths of the Plan, 
nor are there special non-lapsing funds earmarked for this programme, this Asso¬ 
ciation would stress the need for the Fiscal Commission emphasizing the paramount 
importance of road development in their Report and giving it top priority among the 
steps to be taken for industrial expansion in the country. To this end, we make 
the following recommendations :— 

(1) The Provincial Governments and the Government of India should be 

requested to restore the cuts recently made in their road development 
targets covering the current 5-year programme, 

(2) These Governments should also be urged to undertake the remaining 

parts of the Nagpur Road Plan and complete the execution of the 
whole plan within the next 12J years. 

(3) Special non-lapsing funds from revenue or capital funds should be ear¬ 

marked for the execution of the Road Plan. 

(4) Administrative arrangements for execution according to schedule should 

be perfected by the Provincial Governments since the present execu¬ 
tive machinery in some provinces is inadequate. 

(5) As, even after the completion of the Nagpur Plan, many villages in 

highly populated areas may be 2 miles away from a Road and many 
villages in other areas may be 5 miles aw r ay from suitable road commu¬ 
nications, it is essential that villagers should be made road conscious, 
and induced to construct their own approach roads with official 
encouragement and aid. 

B. Handicaps on Motor Transport 

I. High db Irrational system of taxation .—One of the factors contributing to the 
high cost of transport borne by industrial undertakings is the very high level of 
taxation on motor transport and more particularly the absence of correlation between, 
the Central and provincial taxes and lack of uniformity in the latter. Under the 
present system some provinces—particularly Madras—have imposed staggering; 
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tax burdens on motor lorries and buses ; and there is a total absence of reciprocity in? 
the levy of provincial taxes so that lorreis operating on trans-border route have to 
pay taxes separately to every administrative unit into whose area the vehicle may 
enter. 

First of all a comparison between motor taxation in India and that in other 
countries will be of interest. The following figures are based on a memorandum, 
issued by the Indian Roads Congress : 


l.'.S.A. (1936) 

United Kingdom (1934) 
France (1932) 

Germany (1930/34) 
India (1939). 


Expenditure 
on Roads 

Motor 

vehicle 

taxation 

Percentage 
of motor 
vehicle 
taxation to 
road 

expenditure 

Taxation 

per 

motor 

vehicle 

Rs. 

Rs. 


Rs. 

Crores 

Crores 



302 

162 

64 

47-6 

80 

78 • 5 

98 

262 

53-6 

36-5 

68 

212 

48-3 

46-3 

96 

222' 

6 

9 

150 

509/ 


This statement shows that in 1939 when the petrol duty in India was 5 annas 
less per gallon than at present and when there were no provincial Sales Taxes on 
petrol, motor taxation represented 150% of road expenditure. A motor vehicle was 
taxed Its. 509 in India annually, or nearly twice as much as in the U.K. and ten 
times as much as in America. The incidence of taxation in Indie has considerably 
increased. 

2. In England, it may be mentioned, there is considerable agitation for a re¬ 
duction to be effected in post-wai taxation. It is pointed out that even before 
the war the taxes on motor transport were inflating the cost of carriage and having a 
restrictive effect on industry and that apart from there being neither logic nor 
justice in selecting one form of transport to beat the burden of discriminatory 
taxation from whioh other forms of transport are exempt, the share of road costs 
directly attributable to the use of motor vehicles would be more than covered after 
making a very considerable reduction in the existing scales of tax. These remarks 
are, needless to say, equally applicable to India. 


Motor transport pays 4 times its legitimate share of road costs .—Attached are 
extracts from a report of an official committee on “Future of Road Transport & 
Road/Rail Relations”. They contain interesting comments on what would be a 
reasonable tax on road transport, to pay for its share of the cost of road construction 
and maintenance. It has been shown that a tax equivalent to I -65 pies per net 
ton-mile of load will be in equitable charge, as against a minimum of 6 pies (25% of 
operating cost) now collected. 

3. The Report goes on to say that after meeting the share of road costs, motor 
transport pays 18% of its operating cost to the General Revenues of the country and 
w a measure of comparison, states that the equivalent contribution to Generali 
Revenues by Railways is 5 -89% of its working expenses. While this would inuicat® 
that the rate of motor transport contribution is just three times that of the railways, 
we believe it is in practice much more, because the railway contribution consists in 
the main of the “1 % capital f t charge” which is to come out of the profits of the rail¬ 
way operation and the equivalent of this in the road business is the income tax. 
aaid by road operators which has not been taker into accounti However we need 
aot labour the point since the authorb of the report admit that “the total taxation 
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ion. motor vehicles) is discriminatory and contrary to the principle that the function 
of the State is not to favour one means of transport at the expense of the other”. 
Forms of Taxes levied. —Motor transport taxation at present oonsiste of: 

<(a) Taxes levied hi/ the Central Ooventnent. 

Revenue 


Rs. Crores 


1. Import/ExciHe duty on petrol ...... 

2. Import/duty on motor vehicle purts Sc accessories 

3. Excise duty on tyres ........ 

10-30 

1 • 89 

1 ■ 24 


13 43 

Taxea levied bn Provincial Government 

1. Provincial taxes on motor vehicles .... 

2. Sales taxes on petrol and lubricants .... 

3. -Sales taxes on now motor vehicles (estimated 1940) 

2 • 58 

3 • 76 
0-50 


20-27 


(Note.—R evenue from j>etrol duties represents average of two years ending 31-3-46. 

Other figures are for 1945/46). 

Taking India as a whole, the incidence of taxation on industrial haulage af 
■present exceeds 8 pies per ton-mile of goods carried. What this means can 1)6 
understood better by saying that the incidence of Government taxation on motor 
•transport by itself, exceeds the average amount charged for transportation on rail¬ 
ways. 

The Association firmly believes that cheap transport is the sine quo non of 
the country’s industrial prosperity and that India needs cheap road transport no 
less than cheap railway transport. 

Anomalies of Provincial Taxes .—While this or the general picture, great 
anomalies exist between one province and another because of the independent 
powers of provinces to tax vehicles and petrol. The Provinces fail to regard the 
total taxation on motor transport as a correlated whole and the result is that the 
incidence of provincial taxes in one province—Madras—is nearly twenty times as 
heavy, or certain categories of vehicles, a. the incidence in another province—Bengal. 

The effect of certain provinces levying such intolerably heavy taxes is to raise 
the cost of road transport to such a nigh level as to frustrate, undermine and defeat 
all efforts that are made towards promoting agricultural and industrial production 
in the country. 

The seriousness of the problem created by unregulated provincial taxes can be 
seen from the following figures showing th( incidence of vehicle taxation in different 
pro\ inces : 


Rupees per annum Provin¬ 
cial taxes on 

Province Motrir lorry Motor tins 

capable of seating 21 

carrying passengers 

roughly 
3 ton loads 


Madras 
Bombay 
Bihar & Orissa 
Assam 
C. P. 

U. P. 

W. Bengal . 
E. Punjab . 


U73 

2520 

440 

, 400 

300 

358 

220 

150 

550 

■ ■ 504 

196 

186 to 397 

150 

120 

200 

165 
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To add to the complexity of the problem similar varitions also exkt in the 
provincial e t les taxes on petrol; the highest being 6 annas per gallon and the lowest 
1^ annas. 

It will be seen from the above table that the difference in taxation between & 
truck in Madras and the average truck elsewhere comes to roughly Rs. 870 per year. 
Therefore if a truck carries 60,000 tons of goods annually, with no petrol rationing 
it can carry only one-third of that with the petrol it now received—the Madras 
truck costs 2} pies per ton-mile more than its average. Counterpart in the rest of 
the country; and with rationing of petrol in force, the Madras truck at present pay • 
per tonrmile 8 pies more in taxation than trucks elsewhere ! 

This Association believes that the best way of preventing the present abuses is- 
to make motor vehicle taxation and pelrol sales taxes a central subject with arrange¬ 
ments for the Centre to distribute the yield among the provinces. Taxation will 
then be uniform and the double taxation, which now impedes inter-provincial traffic, 
will automatically cease. This will be in consonance with and in fact appears to be 
a necessary corollary to, the action the Central Government has taken by way of 
transferring National Highways from Provincial to Federal ownership. 

Until this is made central it should be definitely laid down that a single tax 
levied in the Province or State where the vehicle h registered should cover the opera¬ 
tion of tho vehicle anywhere in India and that no province or State will have the 
power to impose an additional tax. 

II. Restrictions under the Motor Vehicles Act .—More serious than the high and 
irrational taxation of motor transport ib the grave loss to industrial activity caused 
by artificial restrictions on road services under the Indian Motor Vehicles Act 1939, 
in consequence of which industry is denied the necessary measure of freedom to 
use road transport when and where required. Numerous artificial restrictions 
imposed under the provisions of this Ac* have throttled road transport during the 
past few years, placing a premium on the wastage of transport potential in spite of 
the serious shortage of transport which has been prevailing since 1940. We give 
below a brief analysis of some of the provisions of the Act. 

First of all, Section 44 of the Act makes it obligatory for Provincial Governments 
to divide each province into a number of regional areas and to entrust the adminis¬ 
tration of the Act to the Regional Authorities in the respective areas. The effect 
of this, it is now seen from the experience gained during the past ten years, is to bring 
vbout foicible fragmentation of road transport. 

Section 53 of the Act requires the Regional Authority to be satisfied, even when 
ssuing a private carrier’s permit, that the vehicle will not be used except in con- 
lection with the business of tho applicant. Recent experience in the U.P. and 
■Isewhere proves that Transport Authorities often take many months to con¬ 
vince themselves that a permit will no* be abused. The result is that a business- 
nan after applying for a permit for conveyance of nis private goods has to wait for 
nonths to obtain tho permit. 

Section 53(2) of the Act requires that permits may define the areas in which 
hey arc to be valid, thus a Regional Transport Authority often restricts the use 
if the vehicle to particular sections of the region. 

Section 55 of the Act requires the Transport Authority to consider whether the 
eneral interests of the public will be promoted by the issue of a public carrier's 
•ermit, and it further entitles other transport operators in the area to make repre- 
entations to the Authority, opposing the grant of a permit. These provisions are 
ery significant. As can be readily appreciated, a group of operators on a route 
aay wish to obtain a monopoly for themselves and will naturally endeavour to put all 
orts of obstacles in the way of a new comer. It is not surprising therefore that when 
n application for a permit is made, other operators in the region may turn up to 
rgtie that the additional permit is not necessary. But even where no such arguments 
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are advanced by the existing operators, there is no yardstick by which the Transport 
Authorities are to measure the interests of the public and it is not unusual to hear 
•of rejection of applications on the plea that the issue of permits would not be in the 
public interest. 

Further the Transport Authorities have power to limit the number of permits ; 
‘and the impression has evidently gone round that because the Authorities have 
this power, they must, of necessity assume that most of the permits applied for are 
unnecessary. Some Authorities have gone further and, concluding that the satura¬ 
tion point in road transport field has already been reached, have announced that nc 
new permits will be issued. Some other authorities have fixed ceiling limits speci¬ 
fying the numbers of vehicles, which they have laid down, should not be exceed¬ 
ed. 

Section 57 of the Act lays down that an applicant for a public carrier’s permit 
•shall be made not less than six weeks before the date on which the permit is to be 
operative. The section also prescribes the manner in which all applications are tc 
be published and objections invited. 

It is the general experience that the issue of a permit generally takes 2 to f 
months. 

Sub-section 2 of section 58 lays down that renewals of permits shall be treatec 
as new applications for permits and therefore subjected to all the delays enumerat 
,ed above. 

Section 63 which is one of the most objectionable Sections of the Act state 
that a permit granted by the Authority of one region shall not be valid in any othe 
region unless it is countersigned by the Authority, of that other region. The onl; 

. exception is in the case of temporary permits where one authority with the concur 
rence of the authority of the neighbouring region may issue permits valid for th 
two regions jointly. 

Although each Regional Authority takes at least 3 months to issue a permi 
there are provinces where an operator, who wants to run his services from one em 
-of a province to another, is forced by the Act to approach each Regional Authorit; 
in turn so that it generally takes very nearly a whole year for a permit to be obtained 
valid for the whole province. Surely nothing can scare away prospective operator 
from the transport field more effectively than a provision of this nature, particularly 
as in many provinces the duration of permits is limited to one year or less. 

The very creation of numerous Regional Authorities within one province ha 
-created a vested interest in fostering the fragmentation of road transport. It i 
true that the Provincial Transport Authority in a province has the power to tak 
into its own hands the issue of inter-regional permits but certain provinces hav 
been content to leave the matter in the hands of Regional Authorities, thus placin 
inter-regional services at the mercy of a large number of Regional Authorities. 

Inter-provincial permits .—The handicaps attendant on inter-regional service 
. are intensified when permits of inter-provincial validity are required. After securin 
a permit valid up to the provincial border, the operator has to approach the ac 
thorities of other provinces or States for counter-signature of the permit. Thi 
accounts for the paucity of inter-provincial services, although the efficiency of man 
Qf our industries—existing and potential—is dependent on the existence of th 
quick and flexible means of inter-provincial transport that the motor lorry alone ca 
provide. 

Duration of Permits .—Finally another great deterrent to the expansion of mote 
transport is the practice of issuing permits for such a short period as one year. I 
some provinces, permits are issued for still shorter perio is —such as 3 months— 
because the authorities want to decide whether or not tiiej- should nationals 
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road transport. The permits are restricted to 3 months even in provinces where 
nationalisation—even if it should ultimately be decided upon—can never take place 
for 2 or 3 years. As stated above, the major part of a year is exhausted by the 
time a permit is secured and in the absence of security of tenure for a period sufficient¬ 
ly long to enable them to recover their capital outlay, investment in the trans¬ 
port business cannot attract well-organised operators. We would therefore urge 
that the recent orders of Provincial Governments under which duration of permits 
lias been restricted, should be revoked. 

In conclusion, we would recommend the following measures : 

(1) That the Regional and Provincial Transport Authorities be asked to issue 
permits for goods vehicles, both public and private, automatically and 
without any restriction, 

i(2) That vexatious delays in obtaining inter-regional and inter-provincial 
permits be eliminated by the issue of permits which do not require 
counter-signature. The Act should be amended for this purpose. 

t(3) That permits valid for more than 2 regions be issued by the Provincial 
Transport Authorities (instead of by Regional officers) where this is 
not already the case, and 

i(4) That the duration of permits be restored to the original period of three 
years. 

Until these measures are taken we cannot hope to see road transport making its 
due contribution to the country’s industrial development. 

III. Restrictions on weights .—A factor which raises the cost of road transport 
is the prohibition of trucks of an economical size, on account of weight limits pres¬ 
cribed for motor trucks in most of the provinces. Just as traffic on meter and 
narrow gauges of railways is costlier than that on broad gauges, so also transport 
■by small vehicles is costlier than transport by medium sized vehicles. 

To make economical road transport available to industrial undertakings it is 
necessary that a medium sized vehicle of a total laden weight of roughly 8 tons 
fwfuch will have a nett carrying capacity of nearly 5 tons) should be able to use the 
roads. At present the U.P. and the East Punjab permit a laden weight of 8 tons 
but many other provinces have lower limits in force. 

In some cases the restrictions were originally imposed on the plea that certain 
bridges might not be able to carry higher loads, but war-time military traffic has 
•demonstrated that many of the so-called weak bridges can carry double the pres¬ 
cribed loads, and still there is no inclination on the part of the Authorities to re¬ 
consider the old limits. 

Where restrictions cannot be attributed to bridges, the plea is that the road 
.system is not strong enough. In this connection, the following paragraph taken 
from a publication of the Indian Roads Congress is of interest: 

“It is in the prescribing of these laden weights of the vehicle and of an axle, 
i that there is the greatest divergence between Provinces. It is under¬ 

stood that the gross load prescribed varies from 3| tons to 8 tons, 
i Though there might be variations due to road conditions, it is believed 

that tiie large, variations from 3| to 8 tons could not be due to this as 
the capacity of some of the road; at least in the Provinces where lower 
limits are prescribed are not inferior to the roads in certain other 
Provinces where higher limit is allowed”. 

We would therefore recommend that Provincial Governments should be re¬ 
quested to review the existing weight limits and to permit the laden weight of 8 
-ons immediately except where the road foundations or bridges are demonstrably 
inadequate for such a load. 
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IV. Distance restrictions on road transport .—Another serious restriction with 
which industries using road transport are threatened in future is the Central Go¬ 
vernment’s recommendation to Provincial Governments that road transport 
should be prohibited on all but short hauls, in order to force traffic to the railways. 
According to a draft Code recommended by the Government of India, ro ad trans¬ 
port is to be restricted to between 50 and 100 miles, and even under the Select Comr 
mittee’s Report on the Indian Motor Vehicles Amending Bill, such restrictions 
would operate on routes exceeding 150 miles. 

The object of this proposed restriction is to prevent any fall in the revenues of 
Indian Railways which are owned by the Government, and it is argued that if 
Railways incur any loss because of road competition, such loss will have to be 
borne by the general taxpayer. However true this argument might have been a 
dozen years ago, the position has now completely changed. Today—and more parti¬ 
cularly when conditions return to noral—restrictions on road transport can benefit 
railway revenues only by inflicting a much greater loss on the revenues of the Govern¬ 
ment of India from other sources. For instance it has been shown earlier that on 
every ton of goods carried by motor transport the Central exchequer derives a 
revenue of 4£ pies after meeting the motor vehicle’s contribution towards the 
Road Bill. A three-ton lorry operating every alternate day on a 200-mil® 
route would thus bring in a net profit of roughly Rs. 2400 annually to the Govern¬ 
ment of India. 

It is clear that the financial considerations which constituted the justification 
for the Government of India’s draft code were higher to examine only from the 
point of view of the railways and not in their relation to Government revenues as a 
whole or in relation to the general taxpayer. A detailed examination will show 
that instead of bringing in any financial gain to the Government of India or to the 
Indian taxpayer, road transport restriction would inevitably result in a serious, 
and very considerable loss of revenue to the exchequer. 

In the attached pamphlet prepared by the Association early in 1947 we have 
analysed the dangers attendant on any policy of road transport restriction. Be¬ 
sides showing that the loss to Central Government revenues, through prohibition of 
long distance road transport, would be more than double the income that might be 
derived by the railways from traffic deversion, we have shown that : 

1. It would be detrimental to the efficiency of the various agencies of trans¬ 

port because it would remove the stimulus of healthy rivalry, and 

2. It would work against the interests of the public and particularly against 

the interest of industrial concerns by denying them the right to- 
transport their goods by whichever mode is most speedy and con¬ 
venient for their purposes. 

We would therefore urge that the proposed restrictions should be given up and in¬ 
case other means of transport require protection, such protection should be confined 
to traffic on route lengths exceeding a day’s run by road, since, within this distance, 
which varies from 225 to 300 miles, road transport provides an unquestionably 
superior and more efficient service, the advantages of which should not, under any 
circumstances, be denied to India’s industries. The sort of protection that can be 
considered for routes exceeding 300 miles—if protection is found to be justified—is. 
a provision that road transport should not undercut equivalent railway fares, so that 
competition between road and rail may be strictly on the score of efficiency or suit¬ 
ability for individual requirements. 

V. RoadlRail Co-ordination. —We consider that road transport can be used', 
by the railways to increase the efficiency of the railway service to a considerable- 
extent on the lines adopted in the U.S.A. and United Kingdom. In America for 
instance the Southern Pacific Rly. Company introduced a subsidiary road carriage- 
service as long ago as 1929 by means of which they have accelerated their train 
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services to a remarkable exent. The road services operate from and between a 
series of selected rail heads and are used to provide fast freight facilities for inter¬ 
mediate stations and branch lines. The substitution of road services covering parallel 
routes have enabled train scheduled to be cut even for passenger trains. Consign¬ 
ments reach the stations which act as rail heads for the road services as much as 
24 hours sooner than could be achieved by the fastest freight train and branch 
lines are covered far more effectively by road services than they can be served by 
freight trains. 

Almost without exception, distribution by lorry enables the railway company 
to effect savings in locomotive fuel, train miles, car miles and wages of freight train 
crews, which in the aggregate more than offset the cost of operating the road freight 
services. In effect the improved services provided by the lorries costs the railway 
less than the less efficient service which the trains alone could supply. 

In the United Kingdom also a similar policy has been adopted. The following 
extract from “Modern Transport” of the 14th June 1947 is of interest in this con¬ 
nection 3 

“The Great Western Railway zonal scheme is designed to give a one-day 
transit time for small consignments of merchandise by goods train 
between all parts of the G.W.R. system—even remote villages. 
Collection and delivery within the zone is undertaken by the com¬ 
pany’s road fleets operating from the main and sub-depots instead 
of a larger number of individual stations. The concentration- of 
traffic at a much smaller number of stations enables more traffic to 
be made up into full truck loads and desptached by fast freight 
service direct to the distribution centres in other zones, thus elimi¬ 
nating to a considerable extent intermediate transhipment and con¬ 
tributing to a safer and speedier transit of commodities”. 


SUMMARY 

We earnestly recommend that : 

A. Road Development should be pushed ahead by the restoration of the recent 
cuts in the targets of the current 5-year plans and by provision of special non-lapsing 
funds, strengthening of executive machinery, etc. The whole of the Nagpur Road 
Plan, of which only one-fifth is covered by the present 5 year programmes, should 
be completed within the 15 year period 1947-1962. 

B—I. A rational system of motor vehicle taxation under which the Centre would 
collect the taxes on a uniform and equitable scale should replace the existing pro¬ 
vincial motor vehicle and provincial petrol sales taxes, so that dual taxation of 
trans-border services and excessive taxes in certain of the provinces may be re¬ 
medied. 

II. Artificial restrictions imposed on road transport under the cumbrous adminis¬ 
trative machinery of the Indian Motor Vehicles Act 1939 should be abolished, 

III. Weight limits for motor lorries should be raised to 8 tons laden so as to 
make the operation of motor vehicles more economical than at present. 

IV. The proposed distance limits for goods services by road, under the Govt, 
of India’s draft code, should be dropped. 

V. Road/rail co-ordination and over-all transport efficiency should be furthered 
by concentration of railway traffic at really important railway stations, with road 
services operating for collection and delivery between them in replacement of 
smaller railway stations 


18 M. of Com, 
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THE BOMBAY SHAREHOLDERS ASSOCIATION BOMBAY. 


NOTE ON SECTIONS 96 (A) AND 96 (B) OF THE CANADIAN COMPANIES’ 

ACT. 


Section 96 (A) is as follows :— 

96A. (1) Every director of a public company shall furnish annually to the 
secretary, for the information of the share-holders of the company at the annual 
general meeting thereof, a statement setting forth in detail all shares or other securi¬ 
ties of the company bought or sold by him, for his personal account, directly during 
the twelve months immediately preceding such annual meeting. 

(2) No director of a public company shall speculate, for his personal account, 
directly or indirectly, in the shares or other securities of the company of which he is 
a director. 

(3) Every director of a public company who neglects or fails to make a true 
and accurate statement of such transactions as required by sub-section one of this 
section, shall be guilty of an-offence and liable on summary conviction to a fine not 
exceeding one thousand dollars or to six month’s imprisonment or to both fine and 
imprisonment. 

(4) Every director of a public company who shall speculate, for his 
personal account, directly or indirectly, in the shares or other stecurities of the 
company of which he is a director in contravention of subsection two of this section, 
shall be guilty of an offence and liable on summary conviction to a fine not exceeding 
one thousand dollars-or to six month’s imprisonment or to both fine and imprison¬ 
ment. 

This section is self-explanatory and has been referred to in the note on the report 
of the Canadian Commission on price spreads. 

Section 96 (B) Reads as follows 

96B. (1) The directors of a public company shall not authorise the issue and 
allotment as fully paid shares in the capital stock of the company having a nominal 
or per value, except for a consideration payable in cash to the total nominal amount 
of the shares so issued, or for such consideration payable in property or services as 
the directors may determine may express resolution to be in all circumstances of the 
transactions the fair equivalent of cash to the total nominal amount of the shares 
proposed to be issued : Provided that the directors may apply to a judge for a dec¬ 
laratory order with relation to the consideration for the last mentioned shares in 
like manner and witli like effect in all respects as provided in any by subsection nine 
of section twelve of this Act. 

(2) Subject as hereinafter provided, every director of public company who is 
a party to authorising the issue and allotment as fully paid of any shares of the capital 
stock of the company having a nominal or per value shall be liable, jointly and seve¬ 
rally with his co-directors, at the suit of any director, shareholder or creditor of the 
company, to make good to the company the amount by which the consideration 
actually received by the company for any shares so issued and allotted as aforesaid 
is found by the court, after full inquiry into the circumstances of the transaction, 
to be less than the fair equivalent of the cash, which the company ought to have 
received for such shares if they had been issued and allotted for cash if the resolution 
referred to in sub-section nine of section twelve of this Act has not been passed or 
if it is proved, as to any such first mentioned director, that such director. 

(u) had knowledge that the consideration so received by the company was not 
the fair equivalent of the cash which the company ought to have received if the 
shares had been issued and allotted for cash ; or 
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( b ) failed to take reasonable steps to ascertain whether such considerations so 
received by the company was in fact the fair equivalent as aforesaid. 

(3) No suit shall be commenced against the directors of a public company or 
any of them under the authority of subsection two of this section by any creditor, 
director or shareholder of the company without the consent in writing of the Secre¬ 
tary of State ; and no such suit shall be commenced by any creditor of the company 
until an execution at the suit of such creditor against the company has been returned 
unsatisfied in whole or in part; and no sudi suit shall be commenced after the expira¬ 
tion of three years from the date of the .'llotment of such shares. 

(4) This section shall not apply to any mining company, that is to say, to any 
company whose principal objects are the exploration, development or operation of 
mining properties and which, if it has commenced actual operations, is carrying out 
such objects as its principal business. “Mining properties” includes mines, mining 
deposits, mining rights metalliferous lands, mining claims or any interests therein 
including any option or licence in connection therewith. 

This section has also been referred to in our note on the report of the Canadian 
Commission on price spreads. It will be seen from Section one that a safeguard 
has been provided against acts of promotors who exact from the company amounts 
out of proportion to the value of the assessed transfer, by taking advantage of their 
fiduciary possession. 

A reference to Section 12 may be explained. Under this section power has 
been given to the Directors of a company to apply to a judge in Canada to determine 
as to whether any consideration payable for property or services in lieu of shares 
allotted in the capital stock of a company as a fair equivalent or not. That proce¬ 
dure has been adopted for the purpose of Section 96B whore fully paid shares are 
allotted to promotors in exchange of property transferred by promotors to the 
company 

NOTE ON SECTION 51 OF THE ENGLISH COMPANIES’ACT 1948. 

In 1943, the Board of Trade appointed a committer! with Mr. Justice Cohen 
as Chairman, to consider and report upon the major amendments to be made in the 
English Companies’ Act, 1929 and in particular to review the requirements prescribed 
:n regard to the formation and affairs of companies and the safeguards afforded for 
nvestors and for the public interest. The committee consisted of 13 members 
comprising representative interests, such as bankers, stock exchange interests, 
awyers, accountants, etc. The committee made a unanimous report which is 
jopularly known as the Cohen Report. In paragraph 28 of the report the committee 
ecommended that where a company stated in its prospectus that an application 
could be made to the stock exchange for quotation of a scrip and the application 
s not made or if made, is not granted, then all moneys sent along with the appliea- 
ion should be repaid. Effect has been given to this recommendation by Section 
1 of the English Companies’ Act, 1948 which is as follows :— 

51. Allotment of shares and debentures to be dealt in on stock exchange — (l) 
Vhere a prospectus, whether issued generally or not, states that application has 
eon or will be. made for permission for the shares or debentures offered thereby 
o be dealt in on any stock exchange, any allotment made on an application in 
ursuance of the prospectus shall, whenever made, be void if the permission has not 
een applied for before the third day after the first issue of the prospectus or if the 
ermission has been refused before the expiration of three weeks from the date of 
le closing of the subscription lists or such longer period not exceeding six weeks as 
cay, within the said three weeks, be notified to the applicant for permission by or 
i behalf of the stock exchange. 
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(2) Where the permission has not been applied for as aforesaid, or has been 
refused as aforesaid, the company shall forthwith repay without interest all money 
received from applicants in pursuance of the prospectus, and, if any such money is 
not repaid within eight days after the company becomes liable to repay it, the directos 
of the company shall be jointly and severally liable to repay that money with interest 
at the rate of five percent, per annum from the expiration of the eight day : 

Provided that a director shall not be liable if he proves that the default in the 
repayment of the money was not due to any misconduct or negligence on his part. 

(3) All money received as aforesaid shall be kept in a separate bank account 
so long as the company may become liable to repay it under the last foregoing sub¬ 
section ; and, if default is made in complying with this sub-section, the company 
and every officer of the company who is in default shall be liable to a fine not exceed¬ 
ing five hundred pounds. 

(4) Any condition requiring or binding any applicant for shares or debentures 
to waive compliance with any requirement of this section shall be void. 

(5) For the purposes of this Section, permission shall not be deemed to be re¬ 
fused if it is intimated that the application for it though not at present granted 
will be given further consideration. 

(6) This section shall have effect :— 

(a) in relation to any shares or debentures agreed to be taken by a person 
underwriting an offer thereof by a prospectus as if he had applied 
therefor in pursuance of the prospectus ; 
and 

(ft) in relation to a prospectus offering shares for sale with the following 
modifications, that is to say :— 

(1) references to sale shall be substituted for references to allotment 

(it) the persons by whom the offer is made, and not the company, shal 
be liable under subscription 

(2) to repay money received from applicants, and references to th 

company’s liability under that sub-section shall be construed ac 
cordingly ; 

and 

HU) for the reference in subsection (3) to the compnay and every office 
of the company who is in default there shall be substituted a refei 
ence to any person by or through whom the offer is made and wh 
knowingly and wilfully authorises or permits the default. 

The effect of the Section is to afford to the investor a greater measure of securit 
and as no public company worth the name can afford to allow its shares to remai 
unquoted the protection given by the Section is most valuable in that it tends t 
dissuade promoters from putting on the market unsound prospectuses. The rule 
of the London Stock Exchange go much beyond the ordinary law as information nc 
required by the Companies’ Act has to be given to the Stock Exchange. In pari 
graph 24. of its report the Cohen Committee has referred to the stock exohang 
requirements as giving a powerful sanction against undesirable floatations. 


NOTE ON THE REPORT OF THE ROYAL COMMISSION ON PRICE SPREAI 
APPOINTED IN CANADA 

The above Commission was appointed in Canada in 1934 in order to investiga 
the causes of the large spreads between the prices received by producers and t' 
prices paid by consumers. 
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In the course of its investigation the commission went into various aspects of the 
economic situation in Canada including questions pertaining to concentration of 
voting power in large corporations engaged in production o, distribution together 
with questions affecting the corporate system as a whole. Its recommendations 
on these subjects are contained in Chapter III of the report. 

The commission recommended that a federal trade and industry commission 
should be appointed and that as part of the activities of this commission a Securi¬ 
ties Board should be appointed wit’', the following among other functions :— 

(i) To review and investigate capital structures of companies. 

(ii) To pass all issues of bonds or stocks after careful consideration. 

(in) To scrutinise advertisement and publicity materials accompanying such 

issues. 


(iv) The Board to have no power farmally to approve, but it should have power 
merely to reject an issue. 

; (v) No company or investment house whose proposed issue of shares is under 

review, and not rejected should be permitted to make any reference to that effect 
in its literature. 

The above recommendations were given effect to by the passing of the Securi¬ 
ties Act, 1945 and the Securities Amendment Act, 1946 both of which were repealed 
yy the Securities Act, 1947 as would be seen from the other note. 

The Commission also recommended that “stock-watering” should be prevented 
>y making it illegal for directors and promotors to issue fully paid shares unless the 
sompany has received adequate consideration for these shares. This recommenda- 
ion was given effect to by the incorporation of Section 96(B) in the Canadian Compa- 
lies Act as to which a separate note is submitted. 

' The Commission further recommended that directors should be prohibited from 
peculating in the shares of their company and that they should disclose annually 
he extent of their holdings and the changes therein from time to time. These 
©commendations have been incorporated by amendment of the Canadian Act as 
dll be seen from Section 96A. 

It is interesting to point out that the Commission came to the conclusion that 
the whole trend of law should be towards putting the Managers and Directors in 
trustee capacity with respect to all security holders”. The following observations 
t pages 38, 39 and 43 of the report will repay perusal. 


Remedial Suggestions 

We now come to suggestions and recommendations for remedial action. In 
.aking these recommendations we are not so optimistic as to believe that any 
gislation, however wisely conceived and effectively administered, will pre- 
3 n,t all foolish investments or all unsound company promotion. We have, in- 
?ed, no right even if we had the desire, to take away from the citizen “his ina¬ 
udible right to make a fool of himsell”. We do, however, feel that we have the 
ght to attempt to prevent others making a fool of the citizen. We would empha- 
ze also, first, that permission for a group of persons to be incorporate into a companyi 
lould be viewed as a valuable concession granted by the state, especially in relation 
i the convenience of a general restriction of personal liability and second, that such 
concession involves corresponding obligations and responsibilities. Not the least 
these obligations is to ensure that there shall be full and accurate information 
to all the facts concerning every company that seems incorporation or financial 
pport from the public after such incorporation. 
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,’e may anticipate at the outset a general objects, mat will be levelled at 
many of our suggestions, namely, that Canada is a young and developing country 
and as such needs and will continue to need capital ; that no unnecessary obstacles 
or discouragements should therefore be placed in the way of the assembling of such 
capital from the investing public. To this objection we have one answer. All 
our recommendations are designed to encourage sound development through the 
discouragement of unsound and reckless promotions of the kind which too often 
characterised the financial history of this country in the last fifteen years. Even, 
if, for the sake of argument, wo make an admission, the validity of which we do 
not accept that some capital might be frightened away by laws designed to pro¬ 
tect the investor, the amount of such capital is not likely to come within measur¬ 
able distance of tho millions lost to this country by unwise and reckless promotions, 
millions which might have been saved if some of the recommendations we are about 
to make had had the force of law. 

The Prevention of Stock-Watering—The Securities Beard. 

We now come to a most important point, namely, provisions to discourage stock- 
watering which is, at times, almost as destructive as currency debasement. Where 
the capital structure is illusory it falsifies all statistics and calculations based upor 
it. To strike at this practice wo make two recommendations first, that it shoulc 
he made illegal for directors, promoters etc., to issue fully paid up shares unles; 
the company receives for these shares, adequate considerations in cash, property 
or services. The duty of investigating and determining the adequacy of sucl 
consideration, where such adequacy i.-, involved in any litigation, should be placet 
squarely on the courts. 

Although the present legal situation is not perfectly clear it would appear tha 
in practice, Canadian Courts show v. reluctance, which amounts to virtual refusal 
to inquire into tho adequacy of < onsid--r, i i,,n if it is in some form other than east 
If, in some way, the duty of such inquiry could be definitely placed on the Courts 
a most valuable step forward would have boon taken. 

Wo do not think that this would be placing any burden on the Courts wide 
they could not adequately discourage. It is a customary practice for Courts toda 
to place a value on, an arm, an eye, or a .reputation. Tliere is no reason why the 
should be unable to place a value on a body of assets given as consideration for e 
issue of stock. If tho decision of the Cotms should, be that adequate considers,tio 
was not given, then liability for: the balance of the consideration unpaid should attac 
to the directors concerned, if it could be shown. 

(a) that such directors had knowledge of the inadequacy of tire consideratio 
or (b) failed to take reasonable steps to ascertain the adequacy of the consideratio 
This would not merely discourage stock-watering but might also check that grow 
of interlocking and multiple directorates to which we have referred.” 

MEMORANDUM OE THE BOMBAY SHAREHOLDERS’ ASSOCIATION C 
THE NOTE SENT BY THE FISCAL COMMISSION ALONG WITH Mi 
D.L. MAZUMDAR’S LETTER, DATED 2ND JANUARY, 1950. 

Section II— Capital Requirements. 

Question, (a) Do you consider that the supply of indigenous capital will he suffici 
for any scheme of rapid industrialisation of the country ? if so. 

(i) ■wliut steps would you advocate to tap the sources of indigenous capitai 

(ii) what is the rate at which investment of indigenous capital ivill be posst 
say, in the next ten years ? 

Ansiver. —The present outlook in the investment market has become so disi 
that it may not be possible to have adequate supply of indigenous capital for i 
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scheme of industrialisation of the country until the causes that have icu to thi s 
state of affairs are substantially removed. 

It would be useful to state a few facts in order that the gravity of the problems 
and the remedies suggested may be properly appreciated. 

The damage done to the country’s economy by the taxation proposals contained 
in the budget for 1946-47 and the subsequent partition of the country is too well- 
known to need further elaboration. It was expected that Government would 
take timely and effective steps to relieve the situation by taking a realistic view. 
This expectation was however belied as Government adopted certain policies which 
had a contrary effect. Taxation continued to be kept at a high level. Government 
decided to nationalise certain industries and dividend limitation legislation was 
undertaken in order to curtail the purchasing power of shareholders although the 
bulk of the shareholders consists of middle classes who have found it difficult to 
make two ends meet in face of rising prices. On the labour front, awards of Industrial 
Courts and Arbitrators created serious misgivings in the minds of investors. An 
Award was given whereby reserves of a prominent electricity company were ordered 
to be shared as between the shareholders and labour. There were large increases in 
wages and dearness allowances and substantial amounts were ordered to be paid by 
way of bonus irrespective of considerations for the capacity of the Industry or the 
need for conserving resources. Absenteeism increased and go-slow tactics became 
the order of the day. Suggestions for Rationalisation of labour met with opposi¬ 
tion and productivity suffered in spite of mounting labour costs. Compulsory 
profit sharing schemes were suggested in spite of dwindling production and profits. 
The cost of living continued to rise with consequent burdens on the industry in the 
form of increased dearness allowances. Provincial governments imposed Sales 
Taxes which led to further increases in the cost of living. The grow more food 
campaign did not meet with anticipated success and the administration of controls 
both at the hands of the Central and Provincial Governments left much to be desired. 
There were several Bank failures in various parts of the country which affected 
credit. Abuses of Company management became more frequent. Many new com¬ 
panies which were allowed to be floated without due regard to sound principles and 
in which investors had sunk crores of capital were found to be in a moribund condition 
or were faced with a number of difficulties in going to production. The 
capital thus invested became non-productive or unrealisable. In short, a 
sort of economic malaise h as overtaken the country during the last three years 
shaking the confidence of the investors and involving them, into phenomenal losses 
and depreciation of capital. This has naturally led to unparalelled deterioration in the 
investment market miking capital extremely' shy both for Government Securities 
as well as industrial projects. Under tiie combined operation of high cost of liv¬ 
ing and high level of taxation, savings have dwindled and the investment market 
has become practically dry. 

The havoc thus caused would be appreciated on a reference to the indices of 
security prices published by the Reserve Bank of India in its Bulletin for October 
1949 with the base year 1938=100. The all India Index Numbers of fixed and 
variable dividend industrial securities which stood at 146-75 and 287-87 on 2nd 
August 1946, have respectively come down to 98-89 and 114-45 on 29th Oct. 1949. 
That fixed dividend securities have gone below the 19.38 base year is particularly 
significant in that these securities are generally held by certain investing classes 
who are desirous of earning a fixed income from their savings. It will also be seen 
that the index number of variable securities has come very near the base year figure. 
A study of the Sub-Group Index Numbers in respect of these securities as contained 
in Table IV at page 702 of the Bulletin reveals the interesting fact that in a number 
of industries e.g., electricity, shipping, railway, jute, mining and oil, the index figure 
has gone considerably below the base year 1938. It has also to be remembered, 
as stated at page 659 of the Bulletin, that the indices have been prepared on the 
basis of quotations of 398 scrips quoted on the Bombay, Calcutta and Madras Stock 
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Exchanges. Consequently, if the large number of unquoted securities which would 
include a number of new companies whose shares have become unsaleable are taken 
into account, the position would really be much worse. 

Among the reasons for the aforesaid state of affairs we have included floatation 
of new concerns on unsound lines and abuses of management. 

With regard to floatation of new concerns, a study of the prospectuses of 
numerous concerns which are in our possession has revealed a most disquieting state 
of affairs with regard to methods and practices followed by large sections of promo¬ 
ters. Companies have been floated without sufficient capital with the result that 
they have become moribund or have been confronted with serious financial diffi¬ 
culties. In this connection attention is invited to part IV of our printed publication 
already supplied to the Commission and the specific instances therein which are illus¬ 
trative and not exhaustive. In not a few eases, Deferred shares of low denomination 
have been issued and large blocks of these shares have been allotted to the promoters 
themselves with the sole object of enabling them to control the undertaking with 
an insignificant stake. In this connection, attention is invited to part V of the prin¬ 
ted publication and the instances given therein which are also illustrative and not 
exhaustive. There have been eases where material information has been withheld 
and in some cases underwriting arrangements have not been carried out. 

There have also been many cases where vendors have transferred property to 
new companies at inflated prices and have also obtained large amounts as goodwill. 
This is borne out by the 1st Annual Report of the Industrial Finance Corporation 
where the Directors observe : “In many cases, the paid-up capital largely 
represented shares issued in payment of properties and assets transferred by the 
promoters to the companies at inflated values”. 

Several concerns have been floated without proper consideration being given 
to such questions as availability of machinery and raw' material, technical personnel, 
location, etc., etc. Indiscriminate floatation of air Companies, Cotton Textile 
Mills and Chemical concerns are instances in point. 

In paragraph 28 of his address delivered on 20th March 1948 before the Gokhale 
Institute of Politics and Economics, Sir Chintaman Deshinukh, referring to the 
Defence of India Rule 94-A in respect of control of capital issued, observed : 

“The chief object of the Rule which was promulgated in May 1943 was to pre 
vent the growth of mushroom companies which stood little chance of survival in - 
the post war period and other undesirable practices such as over-capitalisation 
of concerns on the basis of abnormal war time profits to the detriment of the invest¬ 
ing public. Another important consideration was the diversion of the available 
capital from unsound and speculative enterprises to investments in Defence loans 
so as to mobilise the financial resources of the country for the prosecution of the 
war on the one hand, and to combat inflation on the other”. 

We attach herewith a statement containing particulars of capital sanctions from 
the beginning i.e., from May 1943 to 31st December 1948. This statement brings out 
the following facts :— 

1. Total number of companies sanctioned (Col. 2) . . 5,653 

2. Amount sanctioned (Col. 3) . . . (in lakhs) Rs. 88,888-78 

3. Number of companies that have reported paid-up capital 

(Col. 4).1,965 

4. Amount sanctioned for companies that have reported paid-up 

capital (Col. 5) .... (in lakhs) Rs. 48,916-25 

5. Subscribed capital (Col. 6) . . . Do. „ 23,079-29 

6. Paid-up capital (Col. 7) Do. „ 19,753.86 
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Thus as against 489 crores of capital sanctioned for 1995 out of 5,653 companies, 
the subscribed capital amounts to 230 crores and the paid up capital to 197 crores. 
The low figure of subscribed capital as compared to that of the sanctioned capital 
unmistakably suggests that several companies were floated on a basis which was 
either unsound or not bona fide. This is a serious matter particularly at the present 
juncture when all the available resources of the nation require to be mobilised for 
productive enterprises. 

It will be seen that the Capital Issues Control has failed to protect the interests 
of the investing public. In fact, the control has been exercised in a negative manner 
in that in giving consent it is expressly provided that “the Government of India 
do not take any responsibility for the financial soundness of any schemes or for 
correctness of any of the statements made or opinions expressed with regard to them” . 

It is therefore not surprising that capital formation has proceeded on un- 
• desirable lines involving waste of public capital. The concerns floated under the 
patronage of Provincial Governments have also suffered from bad financial organi¬ 
sation as the history of some of the C. P. projects would clearly show. A more 
recent instance in point is that of a cement company floated under the patronage of 
the Bombay Government where minimum subscription has been fixed at the hope¬ 
lessly low figure of Rs. 40 lakhs in spite of the fact that expenses for plant machinery 
and buildings, etc. according to the Directors’ own showing, would cost the com¬ 
pany Rs. 1 crore. When concerns are floated under Government patronage, the 
public are apt to presume that their organisation is sound. Their disappointment is 
therefore all the greater when it turns out that such concerns are floated without 
due regard to sound principles. 

Some of the concerns have collected capital from the public but have not com¬ 
menced business activities for one reason or another. Public investment in such 
concerns has therefore become frozen, at any rate, for the time being. Such 
concerns must be wound up so that the tied up capital may be immobilised for the 
benefit of the investment market. 

It is clear that industrialisation of the country on haphazard lines can only end 
in disaster. No Fiscal Policy will succeed unless industrialisation which is one of 
its chief aims, is based on planned economy and not on opportunism. Industry 
should not be made the promoters’ paradise. Another evil winch has arisen directly 
out of new floatations refers to unrestricted dealings by all and sundry in the shares 
of these companies—and that too at heavy premiums—long before they are listed 
for official quotations on the Stock Exchange. This practice which is mainly bene¬ 
ficial to the promoters and their friends is highly detrimental to the interests of 
the public and requires to be checked. 

With regard to abuses of management, these have been fully dealt with in our 
printed publication. A summary of these abuses has been given at page 212 of the 
boob. It is therefore not necessary to go into these abuses in this memorandum. 

On the facts stated above, we have to make the following suggestions :— 

1. Government should revise its taxation, financial and economic policies in 
such a way as would reduce the existing level of taxation, increase the margin of 
savings and create conditions calculated to promote confidence in the mind of the 
investor. 

This point has already been dealt with. 

2. The Indian Companies’ Act should be effectively amended. 

With regard to this suggestion, certain tentative proposals for amendment of 
the Indian Companies’ Act have been published. We would however emphasise 
the desirability of expediting amendment of the Act. Among the published pro- 
posals, there is a proposal for the establishment of a separate organisation for adminis- 
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tration and enforcement of the provisions of the Act. We attach the greatest impor¬ 
tance to this proposal. The suggestion for creating such an organisation was made 
by us when the Act was amended in 1936 but the same was unfortunately turned 
down with results which experience lias shown have proved disastrous. 

3. In order that new capital formations may proceed on planned and orderly 
lines with due regard to sound principles and the interests of the investor, arrange¬ 
ments should be made for creation of some standing organisation under the planning 
commission whose appointment we have favoured in reply to Section VII of the 
note. The function of this organisation should be to scrutinise the prospectuses 
of new floatations from the point of view of their soundness and the adequacy of the 
information disclosed therein before they are published. This organisation should 
in collaboration with the Stock Exchange authorities frame a set ol rules to he 
observed by all the Stock Exchanges before granting official quotation for any 
scrip: Dealings in any scrip in which official quotations are not granted should be 
prohibited and made a criminal offence. 

We are of opinion that the above suggestion would go a long way in dissuading 
promoters from putting on the market undesirable or spurious propositions. 

With regard to rules to be observed before granting official quotations, consti¬ 
tutions of some stock exchanges more specially the Bombay Stock Exchange contain 
some useful rules which have to be complied with by companies who seek official 
quotations. Such rules however arc not adequate nor are they uniform on all the 
stock exchanges. In fact, certain stock exchanges have no listing rules. Our 
suggestion is calculated to impart effectiveness and uniformity in this matter. 

With regard to that part of the suggestion which seeks to impose restrictions on 
quotations, the same is intended to prevent dealings i undesirable issues. While 
the Stock Exchange authorities can exercise a certain mount of discipline on their 
own members, they are powerless with regard to non- ■ mbers who are, under the 
existing law, also entitled to deal in such issues. Th - is a serious lacunae of which 
full advantage has been taken by the promoters, and heir friends. 

In our opinion the suggestion made by us requires careful consideration. To en¬ 
able the Commission to arrive at a proper solution of the issue involved, we would 
invite attention to certain precedents which go to show that the principle underlying 
the suggestion has already been accepted in countries like Great Britain and U. S. A. 
and Canada. Under Section ol of the English Companies, Act pro visions have been 
made for repayment of the application amount to the subscriber, if the prospectus 
states that an application would be made to a StockExchange for obtaining permission 
for quotation and the permission is not granted. The object of this Section which 
has been enacted as per recommendation of a representative committee called the 
Cohen Committee (vide para. 28 of the committee’s report) is to afford the investor 
a greater measure of security against undesirable or spurious floatations. 

In the U. S. A., transactions in securities conducted upon securities exchanges 
and over the counter markets are affected with a national public interest and accor¬ 
dingly comprehensive provisions have been made by the Securities Exchange Act 
of 1934 with regard to regulation and control of such transactions. 

Under the Securities Act, 1947 of the Statutes of Ontario, 1947, Chapter 98 no 
person is allowed to trade in securities unless he is duly registered with the security com¬ 
mission set up under the Act, if the prospectus required to be filed with the commis¬ 
sion is not accepted for any of the reasons mentioned in section 49 of the Act. 
Under this section, the Commission is invested with powers to reject the Prospectus 
if it fails to disclose material information or contains any misleading or deceptive 
statement or forecast or if an unconsionable consideration has been paid or given or is 
intended to be paid or given for promotional purposes or for the acquisition of pro¬ 
perty of the proceeds from the sale of the security are insufficient to accomplish the 
objects indicated in the prospectus. 
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Attention may &iso be invited to Section 96(B) of the Canadian Companies, Act 
under which Directors of a public company are debarred from allotting fully-paid 
shares except for an adequate consideration and an express provision is made that 
the Directors may apply to a judge for a declaratory order with regard to adequacy 
or otherwise of the consideration paid in the form of shares. It is interesting to re¬ 
call that this Section was enacted on the recommendation of the Royal Commission 
on Price Spreads appointed in Canada which, on an examination of prospectuses of 
certain companies, found that there was considerable “ stock watering ” in the 
shares allotted to vendors in exchange for transfer of property. 

Question. — (a) * * * * 

(6) If you advocate foreign borrowing would you prefer Government to Gov¬ 
ernment borrowing or private investment ? 

(c) What other questions would you lay down for the borrowing of foreign 
capital ? 

Answer. — (a) In our opinion, in the present circumstances of the country it 
necessary to encourage the inflow of foreign capital whether on Government to Go - 
vernment basis or otherwise provided that investments in new units of the same in 
dustry should not be allowed with the aid of foreign capital unless production of the 
existing units is not adequate to meet the country’s demands. With regard to en¬ 
terprises floated with the help of foreign capital or technique the same considerations 
that we have urged with regard to the protection of the investor in relation to 
indigenous industries should also apply in order that such enterprises may also proceed 
on planned and orderly lines. In support of this view we attach herewith a note 
explaining certain disquieting features concerning the organisation of a recent under¬ 
taking floated in collaboration with foreign interests for the manufacture of cycles, 
spare parts, accessories, etc. 

Section VII— Government Machinery foe Development Purposes 
Question (a) * * * * * 

(b) In particular what are your views as to the type of control or regulation 

that Government should exercise over industries generally in order to ac¬ 
celerate their co-ordinated development and in particular over protected 
and assisted industries in order to keep a close and continued watch on 
their progress. 

(c) It has been suggested that the integrated development of our industry and 

trade call for the establishment of a comprehensive organisation partak¬ 
ing of the, nature of a 'planning commission ivhich can take an overall 
view of all policy issues in the industrial and commercial field and can 
assess the relative priorities as between them ? If you agree with this view 
********** 

Answer. —For the reasons already stated, we are in favour of establishment of 
an independent planning commission for carrying out the objects mentioned in 
paragraph (c) of the question. 

With regard to Government’s control and regulation over protected and assisted 
industries, we find that at present there is no legislation to prevent protected and 
assisted industries from doing things which may add to the cost of production. For 
instance, in several industries which have received protection, the commission of Ma¬ 
naging Agents is being paid in a form or at a scale different from that fixed by the 
Tariff Board in calculating the fair selling price. Although the Tariff Board has fixed 
the Managing Agent’s remuneration on the basis of profits, in several industries such 
as cotton textile, sugar etc.. Managing Agents of several companies continue to 
charge commission on the sale or production basis. Again, where the Tariff 
Board has fixed 7| per cent commission on neit profits after deduct i mi depreciation. 
Managing Agents of several cotton mills have continued to charge co n mission at a 
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higher scale and that also without deducting depreciation. The result is that the 
amount which should go to augment the profit of the industry goes into the pocket 
of the Managing Agents and to this extent the scheme of protection or assistance 
is neutralised for the benefit of one particular section. We submit that this 
should be prevented by means of suitable legislation. 

Question.—Treatment and obligation of protected and assisted industries. ( Being 

question 66 in the main Questionnaire.) 

Answer. —We desire to say a few words with regard to treatment and obliga¬ 
tions of protected and assisted industries. We are of opinion that protected and as¬ 
sisted industries should perform the following obligations :— 

(1) They should provide efficient management; 

(2) They should develop research facilities ; 

(3) They should provide training facilities : 

(4) They should make maximum use of indigenous materials in order that 

secondary industries may be supported and their development may 
become integrated. 

We understand that several industries more especially those which are managed 
by Managing Agents who have business interests in foreign companies prefer to buy 
foreign stores and materials although indigenous articles of good quality are avail¬ 
able. This practice should be stopped. 

We also suggest that where an Industry assisted by foreigners is protected, it 
should be obligatory for that industry to undertake the maximum number of processes 
in the shortest possible time. 



Progressive report regarding subscribod and paid-up Capital of Companies given sanction under Capital Issues Scheme as on 

15th July, 1949. 
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A note on the prospectus of Hen- Raleigh Industries of India, Limited. 

This Company was incorporated on 30th June 1949 for the purpose of manufac¬ 
turing cycles, cycle parts and accessories in collaboration with Raleigh Industries 
Ltd. of Nottingham (England). The authorised capital of the Company is Es. 1 crore 
divided into 30,000 5 per cent. Tax-free preference shares of Rs. 100 each and 7,00,000 
ordinary shares of Rs. 10 each. The issued capital is Rs. 50,00,000 divided into 
15,000 preference shares and 3,50,000 ordinary shares. 

7,500 Preference shares and 1,73,400 ordinary shares are privately subscribed 
and are to be allotted on applications received from Raleigh and from Directors and 
business associates. The balance vie., 7,500 preference shares and 1,76,000 or¬ 
dinary shares have been offered to the public. The minimum number of directors 
is limited to 7. All the seats have been filled up by the appointment of seven di¬ 
rectors as first directors as follows :— 

(1) Sri Sudhir Kumar Sen, Partner, Messrs. Sen & Pandit who are the 

Distributors for the Company. 

(2) Mr. George Hamilton Bracher Wilson, Managing Director, Raleigh 

Industries Limited. 

(3) Mr. Leonard Cyril Clarkson—Director, Raleigh Industries Ltd. 

(4) Mr. Eric Ensor Baker, Director—Raleigh Cycle Company Limited. 

(5) Sri Sachhindra Nath Chowdhary—Barrister-at-law, Calcutta. 

(6) Sri Sachhindra Prasad Saha, Rash Behari Avenue, Calcutta. 

(7) Sri Abhijit Sen, Partner of Messrs. Sen & Pandit, Distributors of the 

Company. 

Out of 7 directors, live directors (Nos. 1, 2, 3, 4 and 7) are interested directors 
The other two are probably the friends of the promoters. 

An agreement dated 3rd Nov. 1948 has been made between Raleigh and 
Sudhir Kumar Sen on behalf of the Company providing for (a) the establishment of a 
factory and the manufacture of cycles in India by the Company; (b) the furnishing 
of advice and services by Raleigh as consultants and advisers to the Company and 
(c) the appointment of the Company as sole concessionaries with the rights of sale and 
distribution of the products supplied by Raleigh in the Indian Union and other pla¬ 
ces. This agreement is to remain in force until 3rd November 1968 and thereafter 
until terminated by 12 months notice. 

Another agreement dated 7th September 1949 has been made whereby the firm 
cf Sen & Pandit and their successors in business are appointed sole distributors of the 
Company for all Raleigh products and also all products manufactured by or dealt in 
by the Company on certain terms as to remuneration. This agreement is co¬ 
terminous with the first agreement. 

Raleigh so long as they are the consultants-and technical advisers are entitled 
to appoint on e.ex-officio director, the first such director being Mr. G. H, B. Wilson 
and the firm of Messrs. Sen & Pandit arc entitled to appoint one ex-officio director so 
long as the firm or its partner holds shares in the Company, the first such ex-officio 
director being Mr. kSudhir Kumar Sen. 

The Articles of Association provide that the Directors may appoint one or more 
of their body to be Managing Director or Managing Directors but no appointment 
made by the Directors is to be revoked by the Co. except by special resolution. It 
is not intended to appoint Managing Directors until the Company’s factory comment 
ces operations. Thereafter it is intended to appoint Mr. S. K. Sen and Mr. 
Abhijit Sen as first Managing Directors. It is provided that thereafter the directors 
should make such appointments of subsequent Managing Directors as would ensure 
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that throughout the term of the agreement with Raleighs Mr. Sudhir Kumar Sen 
or if he ceases to be a Director then the ex-officio Director for the time being ap¬ 
pointed by Sen & Pandit shall hold office of Managing Director alone or jointly with 
Mr. Abhijit Sen. 

Article 71 which regulates appointment of ex-officio director by Sen and Pandit 
contains the following interesting clause ; 

“ In this Article ‘the firm of Messrs. Sen & Pandit’ means and includes the per¬ 
sons now and from time to time and for the time being carrying on the business in 
partnership as merchants and agents tinder the style or firm of Sen & Pandit and 
any person from time to time or for the time being carrying on the said business alone 
and any person who are any firm which shall from time to time and at any time suc¬ 
ceed to the said business and any company into which the said business shall at any 
time be converted or to which the said business shall be transferred ”. 

Thus successors of Sen and Pandit have a right to appoint an ex-officio director. 
As none but the Ex-officio director can be appointed as subsequent Managing Direc 
tor, it is clear that the future executive management is vested, by a chain of succes¬ 
sion, in the firm of Messrs. Son & Pandit irrespective of the qualifications, status or 
ability of the person concerned. As the agreement with the Raleighs continues up to 
3rd November 19(>8 and thereafter until determined by 12 months’ notice the above 
arrangement about appointment of future Managing Directors is more or less of a 
permanent nature. This is a most disquieting feature of the Company’s organisa¬ 
tion and is not conducive to efficiency. It has to he remembered that the cycle in¬ 
dustry is a protected industry. 

Under article 87 (1) of the Company's Articles of Association it is provided that 
an elected director should vacate offic" if called upon by other co-directors to do so. 
Thus, an attempt has been made to oust an elected director and keep the directorate 
a close domestic preserve. This is another disquieting feature. 

The Company has not sent to us the agreements relerred to in the prospectus 
but the above aspects as brought out from the prospectus and the Articles of Asso¬ 
ciation sufficiently illustrate the need for scrutiny of prospectuses at the hands of the 
planning commission as suggested by us. 


HIND MAZDOOR SABHA, BOMBAY 

Section I.— Agriculture and Population 

(a) A shift of population from agriculture to secondary and tertiary industry 

No elaborate statistics are required to prove that till very recently there has been 
a continous increase in the pressure on land in our country. The steady increase 
in population, the decay of indigenous industries, lack of-' other avenues of employ¬ 
ment, the rise in land values are some of the causes for this increased pressure. 
This, coupled with the fact that till recently the debt burden on the agricultural 
classes was continuously increasing, led to the emergence of a class of landless 
labourers. These labourers are unemployed over a considerable part of the year. 
Naturally, per capita income from agriculture is very low and this is a major symptom 
of India’s general poverty. Recently a slight shift from rural to urban areas is 
visible and the income from primary sector is also said to be rising. But even if this 
be true there is yet a very heavy pressure on land and no rise in the average per capita 
income in the country and the standard of living of the common man can be expected 
till there is a substantial shift of the population now dependent on agriculture to 
secondary and tertiary industries. 

2. While admitting this it must be remembered that this does not mean a shift 
from rural to urban areas. Already our civic administrations in urban areas are 
on breaking point, housing problem in these areas has assumed alarming proportions 
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a nd the transport facilities in the country are far from being adequate. Any further 
load on these services, therefore, would mean a disaster. The secondary and ter¬ 
tiary ' industries, therefore, have to be taken to the rural areas and not the population 
to the areas where they are mostly located at present. 

3. Another important fact to be remembered in this connecti on is that this shift 
should be permanent in the sense that rural industries should not be a spare time occu¬ 
pation. Farmers in their attempts to become artisans or industrial workers will be 
efficient in neither. Both efficient farming and cottage and small scale industries 
require a degree of scientific and technical skill which calls for specialisation. Hence 
a part of the population now dependent on agriculture should be permanently shif¬ 
ted to secondary and tertiary industries. 

(. b ) Mechanisation of Agriculture 

4. The next question is, how this shift is to be achieved. The present techni¬ 
que and organisation of our agriculture is such that during the busy season it re¬ 
quires almost the entire population now dependent on agriculture. In order to 
make the desired shift possible, therefore, the efficiency of our agricultural production 
has to be increased. One way of doing it is to mechanise agriculture. Unfortunate 
tely there is an acute difference of opinion on the question of the desirability of a 
large-scale mechanisation of agriculture. Even apart from this consideration such a 
mechanisation can be justified oniy if it increases the efficiency of agriculture measur¬ 
ed both in terms of people employed directly or indirectly in agriculture and the 
capital sunk in this sector of our economy. 

5. It has been argued that mechanisation may mean fewer men per operation 
but not necessarily per acre, as it creates several new classes of employment like 
making of the machines, their management and repairs, distribution of the shares, 
the fuel and the lubricants etc. Such a creation of new classes of employment would 
certainly mean a shift in occupation. If the mechanisation does raise the yield per 
acre it may also mean a greater par capita income, but whether it will mean a greater 
yield on the unit of capital sunk is doubtful. In the recent monumental study brought 
out by the Stanford University of “ The Socialised Agriculture of the U.S.S.R.” made 
by Prof. Naum Jasny it is contended that the results achieved are far from commensu¬ 
rate with the capital invested. 

6. Even if the mechanisation is desirable it is not practicable in the near future. 
Such a mechanisation will require a large amount'of capital which is more urgently 
required in other sectors of our economy. In the absence of any large scale machine 
tool industry in the country it would also require a substantial amount in foreign 
exchange which we can ill afford at the present juncture. Again, the new channels 
of occupation opened as a result of mechanisation would require the amount of tech¬ 
nical skill and organising ability singularly lacking in our agricultural population 
today. A large-scale mechanisation would therefore create functional unemploy¬ 
ment seriously unbalancing our rural economy. Any large scale mechanisa¬ 
tion of our agriculture, therefore, even if it is found to be desirable is not practicable 
.at present. 


(c) Rationalisation of Agriculture 

7. This leaves us the alternative of the rationalisation of agriculture without 
mechanisation on any large scale. If this rationalisation is brought about in a suc¬ 
cessful manner a part of the population thrown out of employment as a result of 
such a rationalisation can be readily absorbed. What is required is a complete re¬ 
organisation of the social and economic framework of our rural economy, consolida¬ 
tion of fragmented and scattered holdings through the creation of agricultural co¬ 
operatives, the production purchase and supply of improved seed, the manufac¬ 
ture of composts and other aids to better cultivation, minor irrigation works and 
roads, better cattle, seeds banks—all these nre necessary to rationalise our agriculture. 
And each one of these activities would require a considerable personnel. 
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8. For lack of resources, capital and human, it is not possible to attempt ra¬ 
tionalisation of agriculture at one jump. The best plan would be to select a taluka 
or a tehsil in every district for development. The most alert elements of the whole 
district should be brought together in the selected taluka for carrying out the im¬ 
provements : they will be three-pronged, economic, social and administrative. These 
talukas can become the seed bed for similar developments in other talukas. The 
mobilisation of labour power, through co-operative efforts, can not only help to cons¬ 
truct irrigation and other facilities necessary for improving yield per acre but for 
bringing under plough lands that with less expenditure of labour and resources would 
not prove productive. In this connection the idea of a Land Army, recruited and 
maintained by the Government as an instrument of social change a lever of economic 
transformation, appears full of rich possibilities. What however needs to be under¬ 
scored is that rationalisation of agriculture is not a mere technical problem, it is 
issentially a social problem. The technical aspects such as those of better seed 
uid more water, have to be approached in the frame-work of social awareness and 
ihange. The failure of a pure technical approach in the past should help to drive 
ihis lesson home. 

9. These reforms notwithstanding, alternative employment will have to be 
bund for a considerable number of people. This can only be done by the develop- 
uent of cottage and small scale industries. Even this will require the import of 
aachinery and training. The Japanese organisation of these industries can be 
tudied with advantage. 

10. The cottage and small scale industries which can usefully be encouraged 
ill under three categories :— 

(а) those engaged in the production of artistic goods, 

(б) those producing articles for mass consumption and 

(c) those acting as subsidiaries or auxiliaries for factory industries. 

11. Every effort should be made to reorganise our cottage and small scale 
idustries in each one of these three categories: 

The measures necessary for this puipose are : 

(a) provision for cheap power, 

.(&) provision for technical training and 

(c) provision of finance and marketing facilities. 

12. The provincial Governments should undertake the responsibility of pro- 
ding the electric power for the use of small and cottage industries at special 
vourable rates. 

13. In each district a technical training centre should be established. The 
ntre should draw its trainees, as far as possible, from the district concerned. The 
heme of education given should be intimately related to the needs of the particular 
ts and crafts flourishing in that district. 

14. Better finance and improved facilities should be provided through co- 
erative institutions. These institutions should be federated at the provincial 
r el into a provincial organisation with the following functions : 

(a) exploring the possibilities of improving the technique of production, 

(b) securing financial assistance and 

(c) the study of the markets for the goods produced by the small scale *r.d 

cottage industries. 

15. It is necessary to have planned progress and fast progress. People can be 
luced to make sacrifices if they feel that the sacrifices are leading to desirable re¬ 
ts and also know generally the period over which such sacrifices would be 
ided. 

M. of Com. 
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16. Reorganisation of our rural life and economy demands the revival of ins¬ 
titutions of direct democracy. Representative democracy, as understood in the 
Western World, lack the dynamism needed for the big transformation. Direct 
shouldering and sharing of responsibility will quicken the pace and pulse of social 
change. 


Section II— Capital Requibements 
(a) Indigenous Capital 

17. The question of capital formation is the key problem of our economy today.: 
Since the publication of the Bombay Plan till now many estimates have been made 
of the available indigenous capital. According to the Bombay Plan apart from the 
Sterling Balances and Foreign Borrowings Rs. 8300 crores were likely to be available 
in the course of 15 years : Rs. 900 crores from Hoarded Wealth and Balance o: 
Trade and Rs. 7400 crores from savings and “ created money ”. According to the 
“ Gandhian Plan ” prepared by Sri Agarwal expected the total expenditure during 
the period of 10 years to be Rs. 3500 crores non-recurring and Rs. 200 crores recurring 
met from indigenous sources. Ti e ?ero Programme placed the available capita 
at Rs. 6000 crores in the course of 10 years. Recently the Eastern Econcmii 
has come out with a Peoples Plan covering five years. According to their estimat 
the total volume of internal savings available to finance the plan would be rough! 
Rs. 1000 crores. Thus from nearly Rs. 550 crores of average annual savings of th 
Bombay Plan we have come down to Rs. 200 crores of average annual savings 
According to the same paper our National Income in 1947-48 was Rs. 3942'1 crorc 
in Indian Provinces alone. For any adequate scheme of rapid industrialisation c 
our country we must save at least 10 to 15 per cent of our National Income. In othf 
words we must save in the order of Rs. 400 to Rs. 600 crores per year. 

18. It is not easy to reach this target. Our capacity to save depends upon oi 
capacity to produce and our capacity to reduce consumption. Our productive c; 
pacity is very low. Our agriculture is in a hopeless state of disorganisation. The: 
is hardly any saving in our Primary Sector. Our industrial development is lo; 
sided. Out of 5013 major industrial establishments in the country with a tot 
investment of Rs. 458-5 crores only 325 factories belong to heavy industry wi' 
capital investment of Rs. 60 crores. A significant portion of the productive capaci 
of our industry remains unused. Our industries are highly trustified with the resr 
that in eleven major groups of industry capital invested increased by only Rs. 
crores or just three per cent between 1938-39 and 1946. During the war years pr 
duction was stepped up and our capital resources were recklessly used. This h 
affected adversely the productivity of our worker which has fallen from 100 in 19 
to 78 in 1947-48. 

19. The result of all this is that our rate of industrial development is about I 
10 to 11 crores per year. Our institutional savings and savings of the small investi 
axe not more than Rs. 20 to 30 crores a year. It is impossible to finance any adequf 
plan of rapid industrialisation of our country on the basis of these meagre savin 
We have to go to the root of the failure of capital formation and apply dras 
remedies to correct the situation. 

20. The failure of capital formation is due to (1) lack of savings (2) insufficii 
conversion even of available savings into capital and (3) low production whic hd 
not leave sufficient margin for savings. 

21. To promote the growth of savings it is necessary to impose an all-roi 
restriction on consumption. A scheme of consumption restriction will suce 
only to the extent it imposes proportionately greater burden on the higher incoi 
than what are put on the lower incomes. Under a plan of austerity, “ conspicu 
consumption ” must become a crime, a form of social cancer. 
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22. To convert savings into capital tax concessions and remissions may 
be given to undistributed profits ploughed back into the industry. Production 
should be increased through harder work and better co-ordinated production. It will 
be neoessary to carry out rationalisation of organised and unorganised industries’ 
and to insist on harder work on the part of both workers and managements. 

23. Before such a scheme of rationalisation and hard work can be made accep¬ 
table to the workers certain conditions will have to be fulfilled. These conditions are: 

(1) the workers should be convinced that they are making the sacrifice for the 

general good of the community and not for the benefit of the richer 

section thereof. 

(2) they should be assured a real partnership in the organisation and adminis¬ 

tration of the industry in which they are working 

(3) the capitalists should be stripped of their superfluities before the workers 

are called upon to forego necessities 

(4) conditions of work should be so imposed that harder work becomes pos¬ 

sible without injury to the health of the workers. 

24. Physical and psychological bottlenecks hampering the transformation of 
savings into capital will have to be removed. The phvsieal obstacles to be removed' 
are inadequacy of transport facilities, lack of raw material and capital goods and 
the lack of trained personnel. 

25. The depressing effects of uncertainties can be removed by an assurance, 
from the Government and Monetary Authorities of maintenance of stable prices 
and capital values. The Indian investor must sense his profit expectations fos¬ 
tered during the years of shortage and inflation. 

26. To carry out all these tasks it is necessary to establish a National Planning 
Committee whose function it will be to suggest ways and means of attaining the 
targets and to distribute (he savings, according to a carefully prepared plan of na¬ 
tional development. 

(b) Foreign Loans 

27. Looking to the requirements of our economy there is no doubt that a subs¬ 
tantial loan of foreign capita 1 will greatly lighten the burden of industrialisation on 
our people who are already overburdened. Foreign capital should, therefore, be 
welcomed provided no strings are attached and further that all such aid is brought 
in by the Government. Private import of capital will lead to the creation of in¬ 
ternational cartels. 


(c) Conditions attaching the same 

28. As the borrowing will be Government to Government no further conditions 
need be laid down except that the rate of interest should be reasonable in view of 
the assured guarantee of repayment. 


Section III— Labour 

(a) The relative productivity of Indian Labour 

29. Production of an industry or a unit depend upon many factors besides 
labour. It is therefore very unfair to compare the productivity of. labour in India 
with that of industrially advanced countries. As the Report on the Committee 
on Profit Sharing puts it “ The Productivity of Labour is dependent, among other 
things, on the nature of the equipment and the efficiency of organisation and super¬ 
vision. Then again, the measurement of total production in terms of a common 
unit is a very difficult task. Even the final products of an industry or undertaking 
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are not always uniform and easily measurable ”. Further as a leading economic 
journal in Bombay puts it, “ More workers are employed in India per unit of machi¬ 
nery because labour is cheap and machines dear, and less output per worker is often 
due to the use of poor quality material, worn out machinery, bad control and de¬ 
fective industrial organisation and management. Therefore we cannot subscribe 
to the pseudomathematic representations of relative efficiency or inefficiency 
of labour in India In the absence of standardisation of the production equip¬ 
ment, raw materials and working conditions a comparison of productivity is bmnd 
fo be arbitrary and misleading. 

(ft) The cause of low productivity 

30. All that we can, say, therefore, is that there is much scope for improvement 
in the productivity of our industry. 

31. Our industrial capital equipments were overworked during the war and the 
machinery is worn out. There is no uniform scientific practice in the use of raw 
materials. Much can be done to improve the labour-management relationship 
by creating an atmosphere in which a worker can feel a creative joy in his work. 
A scheme like that of the Training within an Industry of Britain can be devised 
to improve the technical skill of the worker. 

(c) Decrease of the productivity of labour in recent years 

32. It is difficult to compare the productivity at different periods of time. 
To quote the Report of the Committee on Profit Sharing again, “ the basic conditions 
in any one year may be quite different from the conditions on which the norm 
has been determined. The production equipment might have increased or dimi¬ 
nished or improved or deteriorated in the meantime. There may be unvoluntary 
interruption for which no one is responsible. To compare actual production in 
any given year with the norm would therefore, be extremely unscientific and un¬ 
satisfactory.’ - ' If a rule cf thumb is employed and the productivity is measured by 
the product divided by the labour force employed productivity has gone down in 
recent years. The causes may be the worn out condition of our machinery, and 
8 pervading sense of grievance amongst the workers due to a continuous fall 
in real wages. This does not enthuse thmi tc contribute their best in production. 
A general deterioration in our business standards as evidenced by reckless black 
marketing and profiteering is also responsible for this. 

Section IV —Industrie usation 
(a) The Pattern of Industrialisation 

33. The problem of determining the pattern of industrialisation is really 

the problem of answering two distinct questions : (a) in which sector of our eco¬ 

nomy we would like to enforce savings and (b) in whief sector of our economy we 
would like to invest these savings. In the laissez-faire system these questions are 
determined by the propensity to consume, by prospective yield on investment i 
and by the liquidity preference. In a planned economy the questions have to be 
answered in terms of the requirements of the economy as conceived by some 
planning authority. 

34. Many answers have been given by the different plans to the two questions 
formulated above according to their assessments of the requirements of the situa¬ 
tion. As for the first question as to from what sector of the economy the savings 
should come, all the answers ultimately boil down to a temporary cut in consump¬ 
tion. People’s Plan for economic development of India, prepared by the recons¬ 
truction committee of the Indian Federation of Labour, for instance, in paragraph 
116 of the Report says : “The growth of industries as well as the provision of 
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the services such as those of he dt’i, education and housing will depend upon the ex* 
tent to which a surplus is created in the economy, and the creation of that surplus 
will naturally be the task of the principal industry in the country, viz.', agriculture ”i 
and in paragraph 117 they say : “ir the beginning a considerable portion of labour 
would be diverted to the purpose of reclaiming the cultivable Jana as, well as for the 
irrigation schemes.” These items in the initial stages would mean work without 
immediate results and to that extent would mean austerity. Similarly the Bom: 
bay Plan depends for their finance to the tune of Rs. 8,000 crores on balance of 
trade savings and created money. A part of it no doubt will come from the increased 
production as the plan progresses but in the initial stages financing the plan from 
these sources would definitely mean the tightening of the belt. Even the Zero 
Programme requires a saving to the tune of 10% jf the National Income and that 
meaies more austerity than at present. The Gandhian Plan, modest though it is, 
depends upon the entire financing of its Plan of non-recurring expenditure of 
Rs. 3500 crores and Rs. 200 crores of recurring expenditure in the ten years of the 
Plan on internal savings and this again means austerity on a considerable scale. 
All too plans, tnerefore, seem to agree on the fact that at least in the initial 
stages of the planned development of our economy the people of this country will 
have to accept a regime, of considerable austerity. 

35. Such a scheme of austerity, if it is to invoke the. enthusiastic support of all 
sections of the community, must spread the burden of the industrialisation in such 
a way that the higher incomes have to bear the proportionately greater burden 
than the lower incomes. Again, if the workers can be induced to work harder and 
if need be for longer hours it will loosen to some extant tho rigours of the austerity 
period. But such an appeal can succeed only in the context of economic equality, 

36. The next important question is that of directing the savings so created 
into right channels. The different plans have given different answers to this ques¬ 
tion. The people’s Plan for instance, says : “ given the fact that a large volum^ 
of the essential demands of the community today remains unsatisfied the first 
object of the planned economy must be to satisfy it.” Their list of priorities 
therefore gives agriculture the first place, the consumer industries the second place, 
and the capital industries the third place. 

37. Similarly in the Gandhian Plan the pride of place is given to Agriculture 
and Consumer goods industry. The Zero Programme says that the standard of 
life of an average Indian today is below the subsistence level, A due observation 
of priorities would therefore mean that we must first of all produce wage goods 
i.e., products that are consumed by the labourers like goods, clothing, housing, 
health and education. 

38. On the other hand, the Bombay Plan says that “ in the initial stages 

attention should be directed primarily to the creation of industries for the produc¬ 
tion of power and capital goods. The proposal, however, is subject to 

this important qualification that provision should be made at the same time for 
the manufacture within the country of the most essential classes of consumption 
goods. ” 

39. If we decide to form our capital through austerity and hard work there is 
10 immediate necessity to substantially increase our production from agriculture 
ir consumers’ goods industry by diverting our savings in these channels. This 
loes not mean that no effort should be made to increase production in these sectors. 
Rationalisation of management and production, indispensable replacements of 
Machinery, more judicious use of our raw materials and man power and hard 
,vork on all sides will go a long way to increase our production without a large scale 
iapital expenditure. During the initial stages of our economic development, how¬ 
ever, maximum concentration of new investment should be in the basic industries 
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like power, iron and steel, machine tool industry, heavy chemicals and cement; 
then we may go to the production and fabrication of tools for rationalisation of 
agriculture and consumer goods industry and lastly to the development of rural 
industry. 

40. Thus the plan of economic development may be divided into three stages, 
each stag-* occupying four years. During the first period of four years the maxi¬ 
mum of the available capital of Rs. 600 crores should be invested in basic industry. 
A considerable portion of this capital will be required in form of foreign capital. 
This should be secured through the export of finished products like textile goods 
—both jute and cotton, leather goods, etc. This would mean a curtailment of 
consumption at home. People will have to accept this curtailment. But before 
they are made to accept it all possible efforts to increase capital by imposing the 
burden of austerity on those who can afford to bear it must be made. At least 
lot) crores of rupees will have to be secured through surplus in foreign trade. The 
rest of the available capital will be required for expenditure at home for the estab¬ 
lishment of these industries. Within four years it should be possible to create 
sufficient raw material and power for our capital goods industry. A considerable 
portion of the profit earned in this sector of the industry should be ploughed back 
in the same sector even during the second and the third stages of the Plan. 

41. During the second staere the available savings should be invested in capital 
goods industry which would then be in a position to utilise the product of basic in¬ 
dustries enumerated above. This capital goods industry should fabricate tools for 
the mechanisation of agriculture and for the expansion of consumer goods industry. 
The profits earned in this sector should be ploughed back in this sis?tor even during 
the third stage. 

42. During the third stage of the industry the savings should be used for de¬ 
veloping rural industries. The mechanisation of agriculture and the expansion of 
consumer goods industry will release a considerable number of people employed in 
these industries and they will have to be absorbed by the development of rural 
industries. Even during the first and the second stage s attempts should bo made 
to re-organise our small scale and cottage industries on a more rational basis by 
supplying cheap electric pover, training personnel and affording credit and market¬ 
ing facilities but the large scale investniem in this sector should wait till the 
third stage of the economic development is reached. 

43. Rapid economic development demands accent not only or. savings, but on 

investments in capital goods rather than consumer goods industries. Russian 
experience here is of great significance : “ Even during the first 5-ycar plan period, 

investment in industry and electrification was planned to amount to nearly five 
times the pre-revolutionary value of the basic capital of Russia’s large scale industry.’' 
The following table gives the distribution of investment between the two sectors 
Of industry : 






Capital 

Goods 

Consumer 

Goods 

1st 5-Year Plan Period . 




. 85-9% 

14' 1 % 

2nd Do. 

• 

. 

• 

. 84-9% 

15* i°; 

3rd Do. 

• 


• 

. 83*3% 

R ; *1°a 


(The quotation and the table are from the Bulletins on Soviet Economic Deve¬ 
lopment published by the Department of Economic.-, and Institutions of the USSR 
University of Birmingham.) 

44. If this Plan be accepted it would mean that our economy would attair 
equilibrium at a higher stage only after the bard but fruitful effort of twelve yean 
during which the entire population will have to tighten their belts. But this seemi 
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to be the only workable Plan and if people are approached in the right spirit and if 
they are made to feel that it is a common creative effort for the common good of 
all and if the burdens are equitably distributed and fruits assured to all there is no 
reason to suppose that our people will fail their country at a very critical stage in its 
economic development. 

45. A mere pooling of our resources and using them in a planned scientific way 
would not be enough. We must also train our labour for carrying out the huge task. 
The Scientific Man Power Committee recently estimated the needs of the country 
at 50,000 and reported that the necessary training facilities were not available. 
We need not take such a static view of the situation. The training of men is an integ¬ 
ral part of a development plan. In the Soviet Union, for instance, “ The number 
of specialists who graduated from the Universities and Technical Schools during 
the Second Five Year Plan more than doubled during the First Five Year Plan.” 
The total number of workers trained up is as follows : 


Specialists graduated from: 
Universities Technical 

Schools 


Total for 10 Years (1928—37). 
During the 1st 5-Year Plan . 
During the 2nd 5-Year Plan . 


5,68,600 9,42,800 

1,70,000 2,91,200 

3,69,900 6,23,000 


(6) The place of cottage and small scale industry 

46. This question has already been answered above. All the industries that can 
profitably be developed without extra capital required on a large scale should be 
developed on small scale and cottage industry basis. The experience of Japan has 
shown that there is hardly any Consumers goods industry which cannot be developed 
on a small scale and cottage industry basis. 

(c) Protection to Cottage and Small Scale Industries. 


47. In a planned economy where the capital, raw material and man power are 
directed according to a carefully prepared plan and where foreign trade is in the 
hands of the Government the question of protection does not arise. Credit and 
marketing facilities would suffice to protect this sector from foreign and indigenous 
competition. If however protection is found necessary it should b3 in the form of 
subsidy (preferably in terms of technical aid, land concessions etc.) and not tariff 
protection. Subsidy is calculable and people can have a bettter appreciation of 
how the money paid out of their exchequer is used. The effects of the latter are 
often complex and cannot be easily determined. The former should, therefore, be 
preferred to the latter. 


(d) Qualification for protection 

48. This question also does not arise in a planned economy. An industry is 
worthy of protection if it fulfils some function in the furtherance of the general 
plan. Normally with foreign trade in the hands of the Government no protection 
should be necessary. If, however, protection is found necessary it should be through 
subsidy and not through tariff for the reasons stated above. 

Section V—Balance of Payments Problems 
(a) Disequilibrium in our balance of payments 

49. For the last thirty years a welcome change is visible in the composition of 
-our foreign trade. There is a striking fell in the physical volume of imports of goods 
like cotton piecegoods, iron and steel manufacture and cement and almost 



complete disappearance of imports of sugar soap and matches. On the other hand 
there is a steady increase in the share of raw materials . After the war the export of 
raw materials has declined. We had usually a favourable balance of trade on 
trade accounts. During the War India has succeeded in paying off its foreign 
obligations and reducing the burden on her economy that they represented. The 
terms of trade have thus changed in our favour and the inherent position of the coun¬ 
try in matters of trade is fundamentally sound. 

50. The partition of the country has adversely affected our balance of payments 
position to a certain extent as we have to import raw jute and cotton from 
Pakistan. But the recent attempts on the part of the Indian Union to free itself 
from the dependence on Pakistan in these matters indicate that with the proper 
management of our economy we should be able to wipe out the difficulties caused 
by the partition. There is no reason to doubt, therefore, that fundamentally our 
foreign trade position is sound. 

51. The deterioration of our Balance of Payment position is due to temporary 
causes. Given a sound and vigorous economic policy it is not difficult to lessen 
the impact of these factors on our Balance of Payments position. We are chiefly 
handicapped by the necessity of increasing our food imports mainly from hard 
currency country. It is not beyond the reach of practicability to free ourselves 
from this necessity or at least to increase our food supply from soft currency areas. 
Another contributing factor to the deterioration of our position is the laissez faire 
policy adopted by the Government in matters of our imports at times even from 
the hard currency areas. In their anxiety to increase supply of consumers goods 
to fight inflation they issued Open General Licences which weie used by the trade— 
many of whom were new to tnis job—to buy all sorts of goods which they thought 
were in great demand. Here again, mucn can bo done by a conscious reorien- 
ation of our export—import policy. 

52. The Export Promotion Committee in its report holds that the disparity in 
the movements of internal pj ices and the prices abroad is largely responsible for 
India’s present adverse balance of trade. The causes of this disparity have to be 
fully investigated. The cupidity and shortsightedness of our traders is prover¬ 
bial. The continuous and almost universal complaint about the goods not being 
according to specification is only one instance of this shortsightedness. Charging of 
excessively high — prices in the sellors’ market so far prevailing may be the other 
instance of the same. 

53. Then there is the question of our prices being found higher in the dollar 
area. Almost all the countries outside this are area finding this difficulty. 
In fact this is nothing else but the indication of the fact that America can 
meet almcst her full requirements from her internp.l resources and is generally 
independent of the outside supply. While she has got a fairly sizeable exportable 
surplus due to her mass production technique. This technique also means a lower 
cost per unit of output that is possible anywhere else in the world. 

54. Whether the costs in our export goods industry compare favourably with 
other countries or not is a question which cannot be satisfactorily answered with¬ 
out a scientific cost accounting in these industries. In the absence of that all 
that we can say is that if the prices of our goods compare unfavourably in the foreign 
markets and if the cupidity and shortsightedness of our traders cannot wholly account 
for that the explanation will have to be formed in the inefficient management in the 
prices of industrial raw material-and the prices of consumers goods entering in the 
working cost of living indexes. In such a case the problem of nationalising the 
management and the question whether the prices of these goods and materials can be 
lowered ^without injustice being done to any one should be explore d. If the prices 
oannot be so lowered there would tea fairly good ease for subsiding these industries. 
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( b) The remedies for correcting the present mal-adjustment : 


55. Our present difficulties are therefore due partly to international circum¬ 
stances over which we have no control and partly to the lack of 8 consistent policy 
of the Government in the matter. The control, development and direction of our 
foreign trade should be envisaged as a part and parcel of the development of the- 
Union economy as a whole. It is necessary to replace the existing tariff board 
by an institution which has a comprehensive responsibility in respect of both im¬ 
port and export trade. At least for some time we must cease to depend on a multi¬ 
lateral trade and should enter into bilateral agreements with other countries to 
obviate exchange difficulties and price fluctuation. 


Section VI— Effect of Partition 

(a) Steps to meet the difficulties regarding the supply of raw materials like raw 

jute and cotton : 

56. There is no doubt that the Partition of the country has created serious 
difficulties regarding the supply of raw jute and raw cotton, and it is necessary to 
take steps to meet the same. The devaluation of the Indian Rupee has made the 
situation all the more acute and the public attention has been focussed for some 
time now to this weakness in our economy. 

57. As far as the supply of raw jute is concerned it is believed that with mills 
closing down for one week in a month for the timo being the existing stock of jute 
in the godowns of the mills and our indigenous supplies should enable our mills to 
continue functioning without interruption. This is of couise a drastic remedy and 
creates many other problems like the industrial relations, possible curtailment of 
our exports to hard currency areas etc., and a more satisfactory solution will have 
to be found. 

58. This solution can only be growing of more jute in the country and the 
readjustment of production technique to make it possible the mixing of meta and 
herup with jute for the production of socking. As fax as the question of growing 
more jute is concerned it has been suggested that there is a considerable scope for 
expanding jute cultivation in Assam. The Commerce Member has declared in the 
Parliament that in other areas also it is possible to expand jute cultivation without 
affecting areas that are vitally necessary for food. It is suggested that it is possible 
to increase the supply of raw jute in India to the level of 4 million bales. 

59. Even if it be found that the expanding of jute production will affect our 
rice position the expansion of jute must be allowed as after the South East Asian 
countries have settled down to normalcy it will be possible and more advantageous 
to import rice from devalued areas than to buy jute from Pakistan. 

60. As regards cotton the problem is still simpler. Our dependence on Pakistan 
is variously estimated as to the extent of 4 to 5 lakhs of bales. The Indian Central 
Cotton Committee in its recent meeting in Bombay has considered a plan of increas¬ 
ing production of cotton of the varieties imported from Pakistan or of American 
and indigenous varieties comparable to them grown in Inida. It has been estimated 
that it would be possible to increase the production of these varieties by about 
155,000 bales at the end of two years. The Committee seems to be of the opinion 
that if sufficient funds are made available to increase , inter alia, fertilisers, improved 
seeds, irrigation facilities etc., it would be possible to increase the annual production 
of cotton from 3 million to 4 million bales in a comparatively short period. 
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THE SOCIALIST PARTY 

Section I— Agriculture and Population 

(a) A shift of population from agriculture to secondary and tertiary industry 

No elaborate statistics are required to prove that till very recently there has 
been a continuous increase in the pressure on land in our country. The steady 
increase in population, the decay of indigenous industries, lack of other avenues of 
employment, the rise in land values are some of the causes for this increased pres¬ 
sure. This, coupled with the fact that the debt burden on the agricultural classes 
was continuously increasing, led to the emergence of a class of landless labourers. 
These labourers are unemployed over a considerable part of the year. Naturally, 
per capita income from agriculture is very low and this is a major symptom of 
India’s general poverty. Recently a slight shift from rural to urban areas is visible 
and the income from primary sector is also said to be rising. But even if this be 
true there is yet a very heavy pressure on land and no rise in the average per capita 
income in the country and the standard of living of the common man can be ex¬ 
pected till there is a substantial shift of the population now dependent on agricul¬ 
ture to secondary and tertiary industries. 

While admitting this it must be remembered that this does not mean a shift 
from rural to urban areas. Already our civic administrations in urban areas are 
on breaking point, housing problem in these areas has assumed alarming propor¬ 
tions and the transport facilities in the country are far from being adequate. 
Any further load on these services, therefore, would mean a disaster. The secon¬ 
dary and tertiary industries, therefore have to be taken to the rural areas and not 
the population to the areas where they are mostly located at present. 

Another important fact to be remembered in this connection is that this shift 
should be permanent in the sense that rural industries should not be a spare time 
occupation. Farmers in their attempts to become artisans or industrial workers 
will be efficient in neither. Both efficient farming and cottage and small scale 
industries require a degree of scientiffe and technical skill which calls for specialisa¬ 
tion. Hence a part of the population now dependent on agriculture should be 
permanently shifted to secondary and tertiary industries. 

(b) Mechanisation of Agriculture : 

The next question is how this shift is to be achieved. The present technique 
and organisation of our agriculture is such that during the busy season it requires 
almost the entire population now dependent on agriculture. In order to make the 
desired shift possible, therefore, the efficiency of our agricultural production has to 
be increased. One way of doing it is to mechanise agriculture. Unfortunately 
there is an acute difference of opinion on the question of the desirability of a large- 
scale mechanisation of agriculture. Names to conjure with in the realm of science 
have warned against such mechanisation. Even apart from this consideration 
such a mechanisation can be justified only if it increases the efficiency of 
agriculture measured both in terms of people employed directly or indirectly in 
agriculture and the capital sunk in this sector of our economy. 

It has been argued that mechanisation may mean fewer men per operation 
but not necessarily per acre, as it creates several new classes of employment like 
making of the machines, their management and repairs, distribution of the spares 
the fuel and the lurbricants etc. Such a creation ctf new classes of employment 
would certainly mean a shift in occupation. If the mechanisation does raise the 
yield per acre it may also mean a greater per capita income ; but whether it will 
mean a greater yield on the unit of capital sunk is doubtful. 
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Again, even if such a mechanisation is desirable it is not practicable in the near 
Juture. Such a mechanisation will require a large amount of capital which is more 
, urgently required in other sectors of our economy. In the absence of any large 
scale machine tool industry in the country it would also require a substantial 
amount in foreign exchange which we can ill afford at the present juncture. Again 
the new channels of occupation opened as a result of mechanisation would require 
the amount of technical skill and organising ability singularly lacking in our agri¬ 
cultural population today. A large-scale mechanisation would, therefore, create 
fractional unemployment seriously unbalancing our rural economy. Any large 
scale mechanisation of our agriculture, therefore, even if desirable is not practi¬ 
cable. 

(c) Rationalisation of Agriculture : 

This leaves us the alternative of the rationalisation of agriculture without 
mechanisation on any large scale. If this rationalisation is brought about in a suc¬ 
cessful manner a part of the population thrown out of employment as a result of 
such a rationalisation can be readily absorbed. What is required is a complete 
reorganisation of the social and economic framework of our rural economy consoli¬ 
dation of fragmented and scattered holdings through the creation of agricul¬ 
tural co-operatives, the production, purchase and supply of improved seed, the 
manufacture of composts and other aids to better cultivation, minor irrigation works 
and roads, better cattle, seed banks—all these are necessary to rationalise our agri¬ 
culture. And each one of these activities would require a considerable personnel. 

Inspite of this, however, an alternative employment will have to be found 
for a considerable number of people. This can only be done by the development of 
cottage and small scale industries. Even this will require the import of machinery 
and training. The Japanese organisation of these industries can be studied with 
advantage. 

The cottage and small scale industries which can usefully be encouraged 
tail under three categories :— 

(a) those engaged in the production of artistic goods. 

(b ) those producing articles for mass consumption and 

(c) those acting as subsidiaries or auxiliaries for factory industries. 

Every effort should be made to reorganise our cottage and small scale indus¬ 
tries in each one of these three categories. 

The measures necessary for this purpose are : 

(a) provision for cheap power 

(b) provision for technical training and 

( provision of finance and marketing facilities. 

The provincial Governments should undertake the responsibility of providing 
the electric power for the use of small and cottage industries at special favourable, 
"rates. 

In each district a technical training centre should be established. The centre 
should draw its trainees, as far as possible, from the district concerned. The 
scheme of education given should be intimately related to the needs of the parti¬ 
cular arts and crafts flourishing in that district. 

Better finance and improved facilities should be provided through co-opera¬ 
tive institutions. These institutions should be federated at the provincial level 
into a provincial organisation with the following functions : 

(a) exploring the possibilities of improving the technique of production. 
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( b ) securing financial assistance and 

(c) the study of the markets for the goods produced by the small scale and 

cottage industries. 

Section II— Capital Requirements. 

(a) Indigenous Capital : 

The question of capital forma ion is the key problem of our economy today. 
Since the publication of the Bombay Plan till now many estimates have been made 
of the available indigenous capital. According to the Bombay Plan apart from the 
Sterling Balances and Foreign Borrowings Rs. 8,300 crores or were likely to be 
available in the course of 15 years. Rs. 900 crores from Hoarded Wealth and 
Balance of Trade and Rs. 7,400 crores from savings and “ created money ”. Ac¬ 
cording to the Peoples Plan the finance available in 10 years was Rs. 14,550 crores. 
The ‘ Gandhian Plan ’ prepared by Sri Agarwal expected the total expenditure 
during the period of 10 years to be Rs. 3,500 crores non-recurring and Rs. 200 crores 
recurring met from indigenous sources. The zero Programme placed the avail¬ 
able capital at Rs. 6,000 crores in the course of 10 years. Recently the Eastern 
Economist has come out with a Peoples Plan covering five years. According to 
their estimate the total volume of internal savings available to finance the plan 
would be roughly Rs. 1,000 crores. Thus from nearly Rs. 550 crores of average 
annual savings of the Bombay Plan we have come down to Rs. 200 crores of aver¬ 
age annual savings. According to the same paper our National Income in 1947-48 
was Rs. 3,942 crores in Indian Provinces alone. For any adequate scheme of 
rapid industrialisation of our country we must save at least 10 to 15 per cent of our 
National Income. In other words we must save in the order of Rs. 400 to 600 
crores per year. 

It is not easy to reach this target. Our capacity to save depends upon our 
capacity to produce and our capacity to reduce consumption. Our productive 
capacity is very low. Our agriculture is in a hopeless state of disorganisation. 
There is hardly any saving in our Primary Sector. Our industrial development ia 
lop-sided. Out of 5013 major industrial establishments in the country with total 
investment of Rs. 458 5 crores only 325 factories belong to heavy industry with 
capital investment of Rs. 60 crores. A significant portion of the productive 
capacity of our industry remains unused. Our industries are highly trustified 
with the result that in eleven major groups of industry capital invested increased 
by only Rs. 9 crores or just three per cent, between 1938-39 and 1946. During the 
war years production was stepped up and our capital resources were recklessly used. 
This has affected adversely the productivity of our worker which has fallen from 
100 in 1939 to 78 in 1947-48. 

The result of all this is that our rate of industrial development is about Rs. 10 
to 11 crores per year. Our institutional savings and savings of the small investors 
are not more than Rs. 20 to 30 crores a year. It is impossible to finance any ade¬ 
quate plan of rapid industrialisation of our country on the basis of these meagre 
savings. We have to go to the root of the failure of capital formation and apply 
drastic remedies to correct the situation. 

The failure of capital formation is due to (1) lack of savings (2) insufficient 
conversion even of available savings into capital and (3) low production which 
does not leave sufficient margin for savings. 

To promote the growth of savings it is necessary to impose an all-round res¬ 
triction on consumption. A scheme of consumption restriction will succeed only 
to the extent it imposes proportionately greater burden on the higher incomes than 
what are put on the lower incomes. 
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To convert savings into capital tax concessions and remissions may be given to 
undistributed profits ploughed back into the industry. Production should be 
increased through harder work and better co-ordination production. It will be 
necessary to carry out rationalisation of organised and unorganised industries and 
to insist on harder work on the part of both workers and managements. 

Physical and psychological bottlenecks hampering the transformation of 
savings into capital will have to be removed. The physical obstacles to be removed 
are inadequacy of transport facilities, lack of raw material and capital goods and the 
lack of trained personnel. 

The depressing effects of uncertainties can be removed by an assurance, from 
the Government and Monetary Authorities of maintenance of stable prices and 
■capital values. The Indian investor must revise his profit expectations fostered 
■during the years of shortage and inflation. 

To carry out all these tasks it is necessary to establish a National Planning 
Commission whose function it will be to suggest ways and means of attaining the 
targets and to distribute the savings, according to a carefully prepared plan of na¬ 
tional development, 

(b) Foreign Loans. 

Looking to the requirements of our economy there is no doubt that a subs¬ 
tantial loan of foreign capital will greatly lighten the burden of industrialisation on 
cur people who are already overburdened. Foreign capital should, therefore, 
be welcomed provided no strings are attached and further that all such aid is brought 
in by the Government. Private import of capital will lead to the creation of in¬ 
ternational cartels. 

(c) Conditions attaching the same. 

As the borrowing will be Government to Government no further conditions 
need be laid down except that the rate of interest should be reasonable in view of 
the reasonable guarantee of repayment. 


Section III.— Labour 

(а) The relative productivity of Indian Labour . 

Production of an industry or a unit depend upon many factors besides labour. 
It is therefore very unfair to compare the productivity of labour in India with that 
of industrially advanced countries. As the Report on the Committee on Profit 
Sharing puts it “The Productivity of labour is dependent, among other things, on 
the nature of the equipment and the efficiency of organisation and supervision. 
Then again, the measurement of total production in terms of a common unit is a 
very difficult task. Even the final products of an industry or undertaking are not 
always uniform and easily measurable”. In the absence of standardisation of the 
production equipment, raw materials and working conditions a comparison of pro¬ 
ductivity is bound to be arbitrary and misleading. 

(б) The causes of loiv productivity. 

All that we can say, therefore, is that there is much scope for improvement in 
the productivity of our industry. 

Our industrial capital equipments were overworked during the war and the 
machinery is worn-out. There is no uniform scientific practice in the use of raw 
materials. Much can be done to improve the labour-management relationship by 
creating an atmosphere in which a worker can feel a creative joy in his work. A 
Scheme like that of the Training within a Industry of Britain can be devised to im¬ 
prove the technical skill of the worker. 
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(c) Decrease, of the productivity of labour in recent years . 

If it is diffi cult to compare the productivity at different periods of time. To 
quote the Report of the Committee on Profit Sharing again “the basic conditions 
in any one year may be quite different from the conditions on which the norm has 
been determined. The production equipment might have increased or diminished 
or improved or deteriorated in the meantime. There may be unvoiuntary interrup¬ 
tion for which no one is responsible. To compare actual production in any given, 
year with the norm would therefore, be extremely unscientific and unsatisfactory ’ 

If a rule of the thumb is employed and the productivity is measured by the pro¬ 
duct divided by the labour force employed productivity has gone down in recent, 
years. The causes may be the worn out condition of our machinery, and a pervading 
sense of grievance amongst the workers due to a continuous fall in real wages. 
This docs not enthuse them to contribute their best in [production. A general dete¬ 
rioration in our business standards as evidenced by reckless black marketing and 
profiteering is also responsible for this. 

Sjection IV.— Industrialisation. 

(a) The Pattern of Industrialisation { 

The problem of determining the pattern of industrialisation is really the problem 
of answering two distinct questions : 

(a) in which sector of our economy we would like to enforce savings ; and 
(i b ) in which sector of our economy we would like to invest these savings. 

In the laissez-faire system these questions are determined by the propensity 
to consume, by prospective yield on investments and by the liquidity preference.. 
In a planned economy the questions have to be answered in terms of the require¬ 
ments of the economy as conceived by some planning authority. 

Many answers have been given by the different plans to the two questions 
formulated above according to their assessments of the requirements of the situa : 
tion. As for the first question as to from what sector of the economy the savings 
should come. All the answers ultimately boil down to a temporary cut in consump¬ 
tion. Peoples Plan for economic development of India prepared by the recons¬ 
truction committee of the Indian Federation of Labour, for instance, in paragraph 
116 of the Report says : “ The growth of industries as well as the provision of the 

services such as those of health, education and housing will depend upon the extent 
to which a surplus is created in the economy, and the creation of that surplus will 
naturally be the task of the principal industry in the country viz. agriculture ” and 
in paragraph 117 they say : “in the beginning a considerable portion of labour 
would be diverted to the purpose of reclaiming the cultivable land as well as for the 
irrigation schemes ”. These items in the initial stages would mean work without 
immediate results and to that extent would mean austerity. Similarly the Bom¬ 
bay Plan depend for their finance to the tune of Rs. 8,000 crores on Balance of trade 
savings and created money. A part of it no doubt will come from the increased 
production as the plan progresses but in the initial stages financing the plan from 
these sources would definitely mean the lightening of the belt. Even the Zero 
Programme requires a saving to the tune of 10% of the National Income and that 
means more austerity than at present. The Gandhian Plan modest though it 
depends upon the entire financing of its Plan of non-recurring expenditure of 
Rs. 3,500 crores and Rs. 200 crores of recurring expenditure in the ten years of the 
Plan on internal savings and this again means austerity on a considerable scale. 
All the plans, therefore, seem to agree on the fact that at least in the initial stages 
of the planned development of our economy the people of this country will have to 
accept a regime of considerable austerity. 

Such a scheme of austerity if it is to invoke the enthusiastic support of all 
sections of the community must spread the burden of the industrialisation in such a 
way that the higher incomes have to bear the proportionately greater burden than 
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the lower incomes. Again, if the workers can be induced to work harder and if 
need be for longer hours it will loosen to some extent the rigorous of the austerity 
period. 

To next important question is that of directing the savings so created into- 
right channels. The different plans have given different answers to this question. 
The Peoples Plan for instance, says : “ given the fact that a large volume of the 

essential demands of the community today remains unsatisfied the first object of the 
planned economy must be to satisfy it.” Their list of priorities therefore give agri¬ 
culture, the first place, the consumers industries the second place and the basic 
industries the third place. 

Similarly in the Gandhian Plan the pride of place is given to Agriculture and 
Consumers goods industry. The Zero programme says that the standard of life of 
an average Indian today is below the subsistance level. A due observation of 
priorities would therefore mean that we must first of all produce wage goods i.e., 
products that are consumed by the labourers like food, clothing, housing, health 
and education. 

On the other hand the Bombay Plan says that “ in the initial stages atten¬ 
tion should be directed primarily to the creation of industries for the production of 
power and capital goods. The proposal however, is subject to this important quali¬ 
fication that provision should be made at the same time for the manufacture within 
the country of the most essential classes of consumption goods.” 

If we decide to form our capital through austerity and hard work there is no' 
immediate necessity to substantially increase our production from agriculture or 
consumer’s goods industry by diverting our savings in these channels. This does 
not mean that no effort should be made to increase production in these sectors. 
Rationalisation of management and production, indispensable replacements of 
machinery, more judicious use of our raw materials and man power and hard work 
on all sides will go a long way to increase our production without a large scale capital 
expenditure. During the initial stages of our economic development, however 
maximum concentration of new investment should be in the basic industries like 
power, iron and steel, machine tool industry, heavy chemicals ai d cement ; then 1 
we may go to the production and fabrication of tools for rationalisation of agricul¬ 
ture and consumers goods industry ; and lastly to the development of rural 
industry. 

Thus the plan of economic development may be divided into three stages each 
stage occupying four years. During the first period of four years the maximum of 
the available capital of Rs. 600 crores should be invested in basic industry. A 
considerable portion of this capital will be required in form of foreign capital. This 
shoixld be secured through the export of finished products like textile goods both 
jute and cotton, leather goods etc. This would mean a curtailment of consumption 
at home. People will have to accept this curtailment. At least 150 crores of 
rupees will have to be secured through surplus in foreign trade. The rest of the 
available capital will be required for expenditure at home for the establishment of 
these industries. Within four years it should be possible to create sufficient raw 
material and power for our capital goods industry. A considerable portion of the 
profit earned in this sector of the industry should be ploughed back in the same’ 
« sector even during the second and the third stages of the plan. 

Durin , the second stage the available savings should be invested in capital! 
goods industry which would then be in a position to utilise the product of basic 
• industries enumerated above. This capital goods industry should fabricate tools- 
for the mechanisation of agriculture and for the expansion of consumers goods 
industry. The profits earned in this sector should be ploughed back in this 
sector even during the third stage. 
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During the third stage of the industry the savings should be used for develop¬ 
ing rural industries. The mechanisation of agriculture and the expansion of con¬ 
sumers goods industry will release a considerable number of people employed in 
these industries and they will have to be absorbed by the development of rural 
industries. Even during the, first and the second stage attempts should be made 
to re-organise our small scale and cottage industries on a more rational basis by sup¬ 
plying cheap electric power, training personnel and affording credit and marketing 
facilities but the large scale investment in this sector should wait till the third stage 
of the economic development is reached. 

If this Plan be accepted it would mean that our economy would attain equili¬ 
brium at a higher stage only after the hard but fruitful effort of twelve years during 
which the entire population Mill have to tighten their belts. But this seems to be 
the only workable Plan and if people are approached in the right spirit and if they 
are made to feel that it is a common creative effort for the common good of all 
and if the burdens are equitably distributed and fruits assured to all there is no 
reason to suppose that our people will fail their country at a very critical stage in 
its economic development. 

{(b) The place of cottage and small scale industry : 

This question has already been answered above. All the industries that 
•can profitably be developed without extra capital required on a large scale should 
be developed on small scale and cottage industry basis. The experience of Japan 
has shown that there is hardly any Consumers goods industry which cannot be 
developed on a small scale and cottage industry basis. 

(c) Protection to Cottage and Small scale industries \ 

In a planned economy where the capital, raw material and man power are 
•directed according to a carefully prepared plan and where foreign trade is in the 
hands of the Government the question of protection does not arise. Credit and 
marketing facilities would suffice to protect this sector from foreign and indigenous 
competition. If however protection is found necessary it should be in the form of 
subsidy and not tariff protection. The former is calculable and people can have 
a better appreciation of how the money paid out of their exchequer is used. The 
effects of the latter are often complex and cannot be easily determined. The 
former should, therefore, be preferred to the latter. 

(d) Qualification for protection \ 

This question also does not arise in a planned economy. An industry is worthy 
•of protection if it fulfills some function in the furtherance of the general plan. 
Normally with foreign trade in the hands of the Government no protection should 
be necessary. If however, protection is found necessary it should be through sub¬ 
sidy and not through tariff for the reasons stated above. 

Section V.— Balance of Payments Problems 

(a) Disequilibrium in our balance of payments : 

Por the last years a welcome change is visible in the composition of our foreign 
trade. There is a striking fall in the physical volume of imports of goods like cotton 
piece goods, iron and steel manufacture and cement and almost complete disappear¬ 
ance of imports of sugar, soap and matches. On the other hand there is a steady 
increase in the share of raw materials. After the war the export of raw materials 
has declined. We had usually a favourable balance of trade on trade accounts. 
During the War India has succeeded in paying off its foreign obligations and reduc¬ 
ing the burden on her economy that they represented. The terms of trade have 
thus changed in our favour and the inherent position of the country in matters 
of trade is fundamentally sound. 
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The Partition of the country has adversely affected our balance of payments 
position to a certain extent as we have to import raw jute and cotton from Pakistan. 
But the recent attempts on the part of the Indian Union to free itself from the de¬ 
pendence on Pakistan in these matters indicate that with the proper management 
of our economy we should be able to wipe out the difficulties caused by the parti¬ 
tion. There is no reason to doubt, therefore that fundamentally our foreign trade 
position is sound. 

The deterioration of our Balance of Payment position is due to temporary 
causes. Given a sound and vigorous economic policy it is not difficult to lessen the 
impact of these factors on our Balance of payments position. We are chiefly 
handicapped by the necessity of increasing our food imports mainly from 
hard currency country. It is not beyond the reach of practicability to free our¬ 
selves from this necessity or at least to increase our food supply from soft currency 
areas. At other contributing factor to the deterioration of our position is the laissez 
faire policy adopted by the Government in matters of our imports at times even 
from the hard currency areas. In their anxiety to increase supply of consumers 
goods to fight inflation they issued Open General Licences which were used by the 
trade—many of whom were new to this job —to buy all sorts of goods which they 
thought were in great demand. Here again, much can be done by a conscious re¬ 
orientation of our export-import policy. 

The Export Promotion Committee in its report holds that the disparity in 
the movements of internal prices and the prices abroad is largely responsible for 
India’s present adverse balance of trade. The causes of this disparity have to 
be fully investigated. The cupidity and short-sightedness of our traders is prover¬ 
bial. The continuous and almost universal complaint about the goods not being 
according to specification is only one instance of this short-shightedness. Charg¬ 
ing of excessively high-prices in the sellers’ market so far prevailing may be the 
other instance of the same. 

Then, there is the question of our prices being found higher in the dollar area. 
Almost all the countries outside this area are finding this difficulty. In fact this is 
nothing else but the indication of the fact that America can meet almost her full 
requirements from her internal resources and is generally independent of the out¬ 
side supply. While she has got a fairly sizeable exportable surplus due to her mass 
production Technique. This technique also means a lower cost per unit of output 
that is possible anywhere else in the world. 

' Whether the costs in our export goods industry compare unfavourably with 
other countries or not is a question which cannot be satisfactorily answered with a 
scientific cost accounting in these Industries. In the absence of that all that we 
:aa say is that if the prices of our goods compare unfavourably in the foreign mar- 
sets and if the cupidity and short-sightedness of our traders cannot wholly account 
'or that the explanation will have to be formed in the inefficient management in the 
rrices of industrial raw material and the prices of consumers goods entering in the 
vorking cost of living indexes. In such a case the problem of nationalising the 
nanagement and the question whether the prices of these goods and materials can 
>e cornered without injustice being done to any one should be explored. If the 
-he prices cannot be so lowered there would be a fairly good case for subsidising 
ihese industries. 

(b) The remedies for correcting the present rnal-adjustment: 

Our present difficulties therefore are due partly to international circumstances 
>n which we have no control and partly to the lack of a consistent policy of the 
lovemment in the matter. The control, development and direction of our foreign 
rade should be envisaged as a part and parcel of the development of the union 
conomy as a whole. It is necessary to replace the existing tariff board by an 
nstitution which has a comprehensive responsibility in respect of both import and. 
xport trade. At least for sometime we must cease to depend on a multilateral 
8 M. of Com. 
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trade and should enter into bilateral agreements with Other countries to obviate 
exchange difficulties and price fluctuation. The question of lowering the cost 
and subsidy should also be pursued if found necessary. 

(c) A 'pattern of Foreign Trade to achieve a long-term, equillibrvum in our Balance 
of payments. 

The pattern of foreign trade is dependent on the pattern of our economic de¬ 
velopment. The first should be a handmaid to the second. If the pattern of econo¬ 
mic i le velopment indicated by us is accepted we will have to evolve a pattern of 
foreign trade to suit that pattern. During the first stage of our Plan we will re¬ 
quire sufficient amount of foreign exchanges and we must pay any price for getting 
our capital requirements. This will have to be paid for by the export of our merchan¬ 
dise at prices attractive in the world markets. This might mean a stringent period 
of austerity at home. We must face the prospects bravely. Perhaps after the 
third stage of the economic development is well underway we will be in a position 
to have a more favourable pattern of the foreign trade, as the cost structures 1 - by 
that time would have come to the level of industrially advanced countries of lihe 
world. 


In the meantime a closer trade relationship between the Far East and the 
Middle East should be attempted. As suggested by the recent report of the; 
E.C.A.F.E. Committee on Industry and Trade steps might be taken to bring to¬ 
gether with the planning agencies of various countries of the regiors to consider” 
and undertake appropriate projects the development of which would be mutually* 
advantageous. 

Section VI. —Effect of partition 

(a) Steps to meet the difficulties regarding the supply of raw mater mis like raw 
jute and raw cotton : 

There is no doubt that the Partition of the country has created serious diffi¬ 
culties regarding the supply of raw jute and raw cotton, and it is necessary to take 
steps to meet the same. The devaluation of the Indian Rupee has made the- 
situation all the more acute and the public attention has been focussed, for some¬ 
time now to this weakness in our economy. 

As far as the supply of raw jute is concerned it is believed that with mills c!o;w 
HW flown for one week in a month for the time being the existing stock of jute in. 
the godowns of the mills and our indigenous supplies should enable our mills to 
continue functioning without interruption. This is of course a drastic remedy 
and creates many other problems like the industrial relations, possible curtail¬ 
ment of our exports to hard currency areas etc. and a more satisfactory solution 
will have to be found. 

This solution can only be growing of more jute in the country and the re¬ 
adjustment of production technique to make it possible the mixing of mafca and 
herup with jute for the production of socking. As far as the question of growing 
more jute is concerned it has been suggested that there is a considerable scope foi 
expanding jute cultivation in Assam. The Commerce member has declared in th< 
Parliament that in other areas also it is possible to expand jute cultivation withou 
affecting areas that are vitally necessary for food. It is suggested that it i 
possible to increase the supply of raw jute in India to the level of 4 million bales. 

Even if it be found that the expanding of jute production will affect our ric 
position the expansion of jute must be allowed as after the South East Asia; 
countries have settled down to normalcy it will he possible and more advantageou 
to import rice from devalued areas than to buy jute from Pakistan. 
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As regards cotton the problem is still simpler. Our dependence on Pakistan 
is variously estimated as 4 to 5 lakhs of bales. The Indian Central Cotton Com¬ 
mittee in its recent meeting in Bombay has considered a plan of increasing pro¬ 
duction of cotton of the varieties imported from Pakistan or of American and indi¬ 
genous verieties comparable to them grown in India. It has been estimated that 
it would be possible to increase the production of these varieties by about 155,000 
bales at the end of two years. The Committee seems to be of the opinion that if 
sufficient funds are made available to increase, intet alia, fertilisers, improved seeds, 
irrigation facilities, etc. it would be possible to increase the annual production of 
■cotton from 3 million to 4 million bales in a comparatively short period. 

Section VII.— Government Machinery for Development Purposes 

(a) The existing administrative machinery. 

The existing administrative machinery is not suited to the tasks of a planned 
economy. It will therefore, have to be completely overhauled. 

(b) The Government Controls : 

The Government controls should be devised to increase savings and to direct 
these savings to those sectors where the capital is more urgently needed. They 
should also direct raw materials and man power in the same manner. They should 
constitute statutory bodies to carry out a scrutiny through cost accounting and 
other methods into the working of the industrial establishments. Control over 
production and prices will also be necessary in a majority of cases. 

(c) The establishment of a National Planning Commission is urgently called 
for. Its function would be to carry out the overall survey of the economy, to 
ascertain the needs for capital and resources of the different sections, to co-ordinate 
the rates of development of these different sectors and thus bring about an ab¬ 
solute economy in the amount of total capital required for given quantum of econo¬ 
mic development. 

The Commission will be in a position to prevent the exercise or emergence 
monoply powers. 

The Commission should have under it a series of National as well as Regional 
Supervisory Directorates in charge of different industries. These directorates 
would be made up of representatives of the public, the workers and the manage¬ 
ment and would be entrusted with the function of carrying out a scrutiny through 
cost accounting and other methods into the working of the industrial establish¬ 
ments under them. 

There should be a Department of the Planning Commission dealiug with the 
small scale and cottage industries. This department should study the problems 
facing this sector of our economy and prepare a blue print to provide technical 
training, cheap electric power and furnace and marketing facilities to those en¬ 
gaged in this sector. 

Similarly, there will be an Agricultural Department looking after our agri¬ 
cultural problems, a separate note on which is under preparation. 

Another Department of the National Planning Commission should be estab¬ 
lished to control, develop and direct all foreign trade. In the absence of any over¬ 
all Planning a mere establishment of foreign trade advisory Committee or taking 
over by the Government of a part of foreign trade will not suffice. This Depart¬ 
ment should enquire into the question of costs and prices of the. articles entering 
our foreign trade and suggest proper remedies. The control of the quality of goods 
exported should also be under its charge. 
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With the establishment of such a Planning Commission the entire economy 
of our country will come under one central direction. This fact should be reflected 
in the administrative machinery. A Ministry for the Economic Development must 
be created and the Department of Industry, Commerce and Supply should be 
integrated with this Ministry. The Tariff Board will no longer be required as a 
separate body. It will form part of the Planning Commission. 


AHMEDABAD MILLOWNEARS’ ASSOCIATION 

The Havana Charter on Trade and Employment which among other things 
aims at promotion and expansion of international trade by removing restrictions 
thereon was signed by 53 nations including India at Havana on March 24th 1948. 
The position at present is that the signatory countries may accept the charter as a 
whole or reject it and no amendments can be suggested at the present stage. It 
would thus be observed that we have to assess the advantages and disadvantages 
of the charter as a whole in deciding upon our course of action. 

It may be mentioned that, India is yet an under-developed country and 
still being in a formative state it is not possible to judge the nature and extent 
of state assistance required to develop our industries. The charter has specific 
provisions in these regards and it is therefore apprehended that the acceptance of 
the charter may not permit the grant of necessary assistance to our industries— 
new and existing—in every case. Thus the advantages of the obligations under 
the I. T. O. are distinct while advantages from freer trade are doubtful. 
It may also be added that the development of industries and internal trade are 
more important to this country than foreign trade. In view of these facts my 
Committee are unable to advocate ratification of the charter and do not feel called 
upon to reply to the Questions 89 to 98. 

As regards G.A.T.T. the Government spokesman has stated that the guiding 
factors taken into consideration while granting tariff concessions were : 

(1) The concessions should not relate to products which were protected 
or in respect of which claims for protection were likely to be made during the 
next three years, and 

(2) The concessions should not result in excessive loss of revenue. 

In this connection, Government may not have the information regarding the 
possibility of an industry approaching for protection during the next three years 
and they may grant concessions to other countries which may have prejudicial 
effect on such industries. We have therefore to submit that before entering into 
new agreements the Government should ask for the opinion of the chambers of 
commerce regarding the possible effects of such measures. 

As regards the tariff concessions already granted, it may be stated that 
economic and political changes of vast magnitude have taken place thereafter. 
The pattern of India’s foreign trade is rapidly changing. As such, my Committee 
are of opinion that the entire question of tariff concessions should be reviewed 
at the end of 1950 in the light of new circumstances. 

PART I 
Section A(i) 


Question 1.—Do you consider that the economic background in the country has so altered 
since the Indian Fiscal Commission reported in 1922 that it necessitates 
a fundamental change in the approach to the problems with which the 
present Commission is concerned ? 

Answer .—During the last quarter century, though agriculture still retains its 
predominant importance, there have been vital changes in the economic conditions. 
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In our view, the principal factors which have influenced the economic conditions are 
Hi) the separation of Burma. (2) the partition of the country, (3) the war and 
aftermath of war and (4) the Industrial Development. 

The main changes are, (1) deficit in food grains and raw materials like cotton 
and jute, (2) self-sufficiency in consumers goods like cotton textile, matches, sugar, 
cement, etc., (3) Development of iron and steel, coal, hydro-eloctric, automobiles, 
machine-tools and such industries as well as of the ancillary industries dike Bob¬ 
bin, Starch, Paper, etc., (4) as a result of the absence of competition from chief ex¬ 
porting countries, our manufactured goods have found some foreign markets, (5) 
India has become a creditor on capital account and (6) we are facing adverse balance 
of trade. 

These are some of the factors which call for a change in the approach to the 
problems with which the present Commission is concerned. 

•Question 2.—Will you list the principal changes in our agricultural situation in respect 
of (a) production , (b) consumption, and (c) international trade in agri¬ 
cultural commodities ? 

Answer .—For years the net per capita area sown in India has shown a persis¬ 
tent decline, since more or less the same area of land has had to support a growing 
population. Thus per capita area for British India had declined from 0-90 acre in 
1911 to 0-72 acre in 1941. With the growing population, the figure became still 
lower. The situation was further aggravated by the partition of the country, as 
a result of which important supplies of wheat and rice were lost. As regards raw 
materials, pre-partitioned India had virtual monopoly for the production of Jute 
and stood next to U.S.A. in world production of cotton, but now' she has become 
an importer of these important commodities. 

With the growing population, the consumption of food increased. The rise 
in money income of the working classes resulted in increasing the consumption 
of staple food like rice and wheat. Thus the food production of Indian Union is 
short by nearly 5 million tons of its requirement today. 

As a result of this, imports of food grams have increased to an alarming extent. 
As regards raw materials, we have to import raw cotton and jute while with the 
increasing internal consumption, oil seeds have ceased to be an important item 
•of export. Toa alone retains its place of importmee in export trade. 

Question 3.—To what extent, if any, have these changes affected or are likely to affect 
in future, the pace and direction of our industrial progress ? 

Answer .—In our opinion, these changos have affected the growth and deve¬ 
lopment of our industries :—- 

(1) by diverting our resources for increasing production of food-grains, 

(2) by reducing our foreign exchange for imports of machinery, 

(3) by requiring the transfer of land from non-food crops to food-crops. 

These conditions will in our opinion possibly retard our industrial progress 
especially of koy and capital goods industries, w'hilo there w ill be scope for the 
progress of small scale and ancillary industries. 

Question 4 .— What are the basic improvements in our agriculture and mining that 
you uxndd consider urgently necessary as a support for any policy of 
intensified industrialisation ? 

Answer .—The country should not and cannot go on importing food on the 
scale it is doing to-day. Self-sufficiency as regards food and raw materials should 
be the goal of our agricultural policy, because as long as the food scarcity 
and the scarcity of raw materials such as cotton and jute continues there is no 
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possibility of carrying out the industrial plans. The attainment of agriculturartargefc. 
must, therefore, be ensured with the help of experts to get more out of the land with 
the help of fertilisers, improved implements, tube-well fittings and other equipments 
which so far as possible we must produce ourselves. As regards minerals, possibi¬ 
lities of oil resources should be investigated and important minerals like Manga¬ 
nese, Mica, Bauxite which are of industrial utility should be developed on modern 
lines so that they may help the key industries. 

Question 5.—What are the main directions in which our industrial development 
has progressed since the Indian Fiscal Commission reported in 1922 ? 
Please give your appreciation of the same. 

Answer. —In spite of the difficulties and obstacles which India has to face, there 
has been some progress in industrial development. India has been placed as one of 
the eight leading industrialised countries of the world. In a number of consumers’ 
goods like sugar, matches, cement and cloth, the country has reached self-sufficiency. 
•Under the shelter of closed markets after 1939, important industries viz., manu¬ 
facture of Soda Ash, Starch, Textile Machinery. Fertiliser, Electric Conductors, 
Ship Building, Cycle, .Road Rollers have developed. But however, what is more 
important is that we are still dependent on foreign countries for the supply of 
machineries and other capital goods so essential for establishment of new industries. 

Question 6.—To what extent do you thinlc our industrial development still falls short 
of our essential requirements ? Would you list our main deficiencies 
under the following heads :— 

(a) Lines of manufacture which you consider essential; 

(b) Volume of production; 

(c) Overhead and operative costs; 

(d) Quality of management; 

(e) Supply of capital; 

(/) Availability of raw material, fuel and power; 

{g) Availability of high grade technical ability: 

(h) Supply of skilled and iinskilled labour: 

(i) Efficiency of labour. 

Ansiver. —Tire Fiscal Commission’s (1922) observation that the Industrial deve¬ 
lopment has not been commensurate with the size of the country, its population 
and its natural resources holds good even today. Our observation on the main 
deficiencies are as under :— 

(а) We are in urgent need of basic and key industries which are essential for 
rapid industrialisation and national self-sufficiency. 

(б) Volume of production of our industries excepting sugar, matches and 

textile, is still below the requirement. 

(c) Operative costs have been very high which has come in our way in promot¬ 
ing export trade. 

{d) Quality of management is, in our opinion, is of general efficiency and eco¬ 
nomy. It may be mentioned that India’s present industrial develop¬ 
ment owes much to the far sighted policy adopted by our industrialist 
in spite of many handicaps. 

(e) The supply of capital to established industries is generally forthcoming* 
but as regards the new industries on account of vacillating policy of the 
Government and such other factors the supply of capital is far from 
satisfactory. 

(/) As regards raw materials, India is placed favourably excepting raw cottoni 
and jute. The main item of fuel—-coal—comes from Bihar and Bong 
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which results in heavy transport charges to Industrial centresTin other 
parts of the country. In our opinion, rapid installation of Hydro-elec¬ 
tric power stations in different parts of the country will be helpful [to 
the industry. 

( g) India still lacks high grade technical ability. 

(h) Supply of skilled and unskilled labour is satisfactory. 

(i) Efficiency of Indian labour is still very low and is one of the handicaps 

in industrial development. 

Question 7.(a).—Please give a broad analysis of the present position of small-scale 
and cottage industries in the economy of this country. 

{b ) What should be the relations between — 

(i) small-scale and cottage industries and agriculture; and 

(ii) small-scale and cottage industries and large-scale industries' 1 . 

Answer. —(a) While modern industry has made only a moderate advance in 
this country, the small scale and cottage industries form an organic part of our 
economic life. The number of workers in the various cottage and small-scale indus¬ 
tries is still larger than those of the operatives employed in the organised industries, 
but these industries are to a large extent in an unorganised state. Various measures 
taken by the Provincial Governments have served to focus our attention on this 
urgent problem of our rural economy but it may be mentioned that much remains to 
be done. 

(b) (i) As ancillary to agriculture, the small scale and cottage industries will 
give work to our agriculturist during the off seasons which results from the seasonal 
character of agricultural operations. 

(ii) In our opinion, such industries should be developed as complementary to 
large-scale industries. 

Question 8.—Do you think small-scale and cottage industries, have a significant role to 
play in the economic development of our country (a) under present cir¬ 
cumstances and (b) in the long runt 

Answer. —Yes. Eveu in highly industrialised countries like Japan and Germany 
such industries play an important role in the economic life. Under the peculiar 
economic conditions of India, smalbscale and cottage industries will in our opinion 
have significant role to play both under the present circumstances as well as in the 
long run. 


Section “ A ” ( ii ). 

Question 9.-—Please enumerate the small-scale and cottage industries which you would 
like to develop :— 

(a) as subsidiary to agriculture; 

(b) a? supplementary to large-scale industries, 

(c) as other independent units of production. 

Answer. —(a) Some of the cottage industries which may be developed as subsi¬ 
diary to agriculture are as under :— 

(1) Seri-culture, (2) dairy farming, (3) leather works. (4) Pottery, (5) cane and 
bamboo work and (6) forest industry. 

(6) As supplementary to large-scale industries :— 

(1) foundaries and repair shops, (2) bobbins manufacture, (3) Pickers, (4) 
Tape making etc. 
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(c) As independent units of production we suggest;: ( 1 ) industries relating to Eine 
Arts, (2) Lace work and Embroidery, (3) Gold and silver thread making, (4) Metal 
industries and cutlery, (5) Cosmetics, (6) Tiles, etc. 

Question, 10.—Which cottage industries you consider specially suited for export purposes ? 

Answer. —Those cottage industries which supply the needs of people of artistic 
taste and which are peculiarly suited to be worked on small-scale like (1) shawl in 
Kashmir which have got international market (2) Lace and silk embroidery 
(3) Ivory and sandle-wood carvings, should receive special attention. 

Question 11.—Do you consider that protection to large-scale industries has in any way 
affected small-scale and cottage industries ? If so, please state how and. 
to what extent they have been so affected. 

Answer. —In our opinion protection to large-scale industries has not adversely 
aflFected the small-scale cottage industries in any way, but has assisted them on 
the other hand. 

Question — 12. What in your view are the main handicaps from which small scale and 
cottage industries suffer at present ? What steps would you recommend 
for the removal of these handicaps—'particularly with regard to :— 

(a) the supply of raw materials. 

(b) supply of technical skill ; 

(o) their technique of manufacture ; 

(d) their structure and organisation ; 

(e) supply of finance; 

(f) marketing facility ; 

(g) any other form of assistance; and 

(h) possible competition with large-scale industries ? 

Answer. —(a) In our opinion,there is no shortage of raw materials for such in 
dustries. But as far as possible such industries should be so organised 
that the movement of raw materials from one area to another is 
minimised. 

(b) The small-scale and cottage industries suffer from dearth of technical 

skill. The Government should undertake and encourage research 
training for the purpose of efficient development of such industries. 

(c) & (d) The technique of manufacture and the organisation of these in¬ 

dustries are still in primitive condition. They should be developed 
on modern lines, as far as possible on co-operative basis. 

(e) The Co-operative Banks and other local sources as well as the Provin¬ 

cial Government should help such industries by giving loans. 

(f) It is because of the defective marketing organisation that such in¬ 

dustries are handicapped- The product of these industries should 
in our opinion be sold si far as possible through consumers’ societies 
and multipurpose agriculturists’ societies. 

(h) To avoid possible competition with large-scale industries, such indus¬ 
tries should be developed on complementary supplementary basis. 

Question 13.—What steps should be taken to ensure that the interests of small-scale 
and cottage industries are safe-guarded, when trade agreements with 
foreign countries are negotiated ? 

Answer. —In our opinion, all such trade agreements should be examined by th« 
Trade and Industrial Planning Commission. 
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Section B. 

Policy of discriminating protection and its application since 1923. 

Question 14. — The Fiscal Commission appointed by the Government of India in 1921 
recommended “ that discrimination should be exercised in the selection 
•of industries for protection, and in the degree of protection a fforded, so 
as to make the inevitable burden on the community as light as is consistent 
with the due development of industries.” On the strength of this basic 
principle the Commission decided that an industry seeking protection or 
■assistance should satisfy the three conditions enumerated in paragraph 
1 of the note. Besides tariff protection the Commission recommended 
also certain non-fiscal measures. Are you satisfied that the policy re¬ 
commended by the Commission was fully implemented between 1923- 
1939 ? If not, please enumerate the main deviations from the policy. 

Answer. —The basic policy of protection was discrimination. The Fiscal Com¬ 
mission has laid down three conditions which the industries had to satisfy for selec¬ 
tion. The Tariff Board very rigidly adhered to these conditions. This formula 
harassed the applicant industries with its unnecessarily restrictive provisions and 
created bottle-necks and hurdles for them, unheard of in the history of the world’s 
protectionism. The Tariff Board on two occasions, however, deviated from this 
policy, viz., (1) It recommended protection to the glass industry even though Soda 
Ash, an important raw material was not available in India. (2) They recommended 
bounties to superphosphate industry which had not come into existence. But 
the Commerce Department of the Government of India immediately stepped in 
and pointed out that these industries did not satisfy the conditions and therefore 
denied protection to them. In effect, therefore, there was no deviation. The policy 
itself had many shortcomings and it has therefore proved to be inadequate and in¬ 
effective to help rapid industrialization. 

As regards non-fiscal measures, a single instance will be enough, in our opinion 
to show the negative policy adopted by the Government. The Tariff Board on 
Heavy Chemicals pointed out that a policy of reduction of Railway freight 
with a # view to the formation of a large scale chemical industry in India 
will be advantageous not merely to the national interest but to the interest 
of the Railway Companies. But the Government differed from the Board, con¬ 
sidered the suggestion as wrong in principle on the ground that 1 railway 
rates should be fixed purely on the basis of commercial principles and not with a 
view to subsidizing industries.’ 

Question 15 .—- Do you find any defects in the working of this policy ? If so, please 
give details with suitable examples. 

Answer. —The working of the policy, from the point of view of the results 
.achieved is far from satisfactory. The main defects among others are as follows :— 

( i ) The procedure adopted was very cumbrous and dilatory. It took a 

long time to pass through the sifting process so elaborately arranged 
that the industries were in many cases on their last legs before they 
received protection. 

( ii) The rigid application of the triple formula was another handicap. 

liii) The method of costing was quite unsatisfactory. In some cases, the 
Board had to make arbitrary allowances, additions and subtractions 
in the computation of the figures, in the other prices were s;> unsteady 
and fluctuating owing to their manipulations by the foreign industrial 
combinations that scarcely any value can be attached to the quotations 
as reliable criteria for the measure of protection required. 
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( iv ) The Commerce Department of the Government had its preconceived 
ideas on many of the occasions, and sat on judgment upon the re¬ 
ports which were presented by the Tariff Board afte]r laborious and 
searching inquiries and modified their recommendations in 11 cases 
and rejected recommendations in 6 cases. 

( v) The Fiscal Commission had recommended institution of a permanent 

Board. The practice of the Government had been to appoint a 
separate Tariff Board for each inquiry which certainly was not the 
intention of the Fiscal Commission. 

If there has been any development of industries at all, it cannot be said to have 
taken place because of the Fiscal policy but mainly inspite of it. 

Question 16.—Do you agree with the specific conditions laid down by the Commission 
that normally protection should be accorded to an industry eerily if the 
conditions referred to in Question 14 are satisfied ? 

Answer. —In our view, the conditions prescribed by the Commission were not 
only unduly stringent but were on the whole irrrelevant, mutually inconsistent 
and generally unworkable. Thus the first condition which emphasized the exist¬ 
ence of natural advantages, simply indicated the factors to be looked for in judging 
the ultimate ability of the industry to stand on its own legs. If the industry pos¬ 
sesses all the ‘ natural advantages ’ it will not need protection, and will thus fail 
to sa tisfy the second cordition, that it is not likely to develop at all without the help 
of protection . Thus the second condition was inconsistent with the first. As 
regards third condition, it is really unworkable in view of the fact that it is very 
difficult to forecast the circumstances affecting the industry over a period of years 
and the probable variations during these periods in the level of import prices. 
That part of the Tariff Board’s work wrs more or less speculative based on imagin¬ 
ary forecast which in many cases proved false. Thus the triple formula was mis¬ 
leading in nature and had done more harm than good to the Indian industries. 

Question 17.—Do you consider that the ‘‘ supplementary measures ” for protection of 
and assistance to, industries as recommended by the Commission in 
Chapter VIII of their Report were adequate and well conceived ? 

Answer .—The supplementary measures for protection of, and assistance to 
industries as recommended by the Commission in Chapter VIII of their Report 
would have been of assistance to them but since they were not implemented whole¬ 
heartedly by the Government of India, we are unable to say what are its effects. 

Question IS.—In a Resolution passed in the Central Legislative Assembly on the 16th 
February 1923, the principle of discriminating protection was accepted 
as the basis of Government ploicy subject to the following general quali¬ 
fications :— 

(a) that the principle should be applied with due regard to the well being of 

the community and the to the safeguards mentioned in Question 14. 

(b) that in the application of this principle, regard must be had to the financial 
needs of the country and to the then dependence of the Government of 
India on import , export and excise duties for a large part of its revenue. 

To what extent , if any, do you think these qualifications effected the working of 
the policy of discriminating protection between the years 1923 and 1939? Please give 
your comments, if possible separately, for the following sub periods : 

(i) 1923—29. 

(ii) 1930—34. 

(iii) 1935—39. 

Answer. —The qualifications laid down by the Government of India were in 
our opinion, not only mutually inconsistent but were also incompatible with the 
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one of the conditions for protection laid down by the Fiscal Commission. Thi» 
has clearly been borne out by the working of the policy of Discriminating protec¬ 
tion. 

It may be mentioned that during 1923-39 customs formed between 55 to 70 
per cent of the total tax revenue of the Government. This dependence of the Gov¬ 
ernment of India on import, export and excise duties as a source of revenue had 
considerable influence on the tariff policy and the development of industries. It 
has no doubt a positive as well as a negative aspect but on the whole this has proved 
to be injurious to the national interests to illustrate in some cases like sugar and 
matches revenue duties afforded protection and the industries could develop under 
their shelter. But due to increased production of these commodities, there was 
a substantial decrease in revenue. The Government therefore decided to impose 
excise duties to make up the loss. The policy which was not at all justified in prin¬ 
ciple added to cost of production (Matches, Sugar, Iron-steel) and increased the bur¬ 
den on consumers. 

Besides it may be mentioned that due to catastrophic fall in prices as a result 
of depression as well as policy of intensive nationalism followed by the foreign count¬ 
ries, the value of imports fell considerably after 1929. This naturally meant a loss 
of custom revenue. The Government therefore increased the field of revenue 
duties, and levied import duties on raw-cotton , Machinery Mill-stores and dyes. 
This naturally added to the cost of production and the Government had therefore, 
to grant increased protection. 

The main developments during the respective preriods are briefly as under :— 

1923-29 : (1) There were no substantial changes in Tariff. 

It was an era of mainly revenue duties. 

1930-34 : (2) During this period there was expansion in field and increase of 
rovenue duties. 

1935-39 : (3) The Government resorted to excise duties as a source of revenue 

during this period to compensate the loss which resulted as a result 
of the policy of discriminating protection. 

Question 19.—The charges set out in paragraph 4 of the note were made in the principle 
of discriminating protection in 1945 when the interim Tariff Board was 
established. What are your views on these deviations from the original 
policy as laid down in the Indian Fiscal Commission Report ? 

, Answer. —The changes no doubt mark some improvement in the approach to 
the problem but in our opinion, the terms of reference to the Tariff Board of 1945 
gave a restricted scope and contained nothing which could offer any real guidance 
to a Tariff Board in selecting an Industry for protection. Under the first con¬ 
dition, grant of protection to embryonic industries is denied while the conception 
of soundness of the industry referred therein is a very difficult concept to be pro¬ 
perly defined. As regards financial stability and efficient management, it may be 
Btated that these are not the tests for adjudging the claims of industries to pro¬ 
tection, but assumptions on which the measure of protection should be estimated. 

The main consideration on which the eligibility of an industry for protection 
should be determined is whether it is an industry of sufficient national importance 
from the point of view of defence and security and maximum utilisation of human 
and natural resources. All other considerations must be subordinate. 

Question 20.—Are you satisfied that this policy of 1945 is being fully implemented f 
If not, please indicate where , in your opinion, the defects in implemen¬ 
tation lie. 

Answer. —We believe that since the interim Tariff Board was appointed by 
the Government in November 1945 with the restricted scope, the work of the Board 
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until a year and a half ago, did not provide much ground for encouragement, because 
the Board has been prone to take restricted view of its functions. But after the dele¬ 
gation of further powers the Board itself has shown apppreciation of its functions at 
a time when it was practically the only sheet-anchor left for our struggling industries. 
The reports on motor-batteries, cycles and sericulture breathe a practical under¬ 
standing of our industrial difficulties. 

It may, however, be pointed out that in considering the adequacy of protection 
undue importance should not be given to the size of the industry or to the ‘ re¬ 
presentative ’ cost. Thus after 1| years a case (textile machinery ) expressly re¬ 
ferred by the Commerce Department on an infant industry ground, was declared to 
be premature because the industry could not produce representative cost at the 
time of inquiry. In case the size of the industry is small it should be helped by 
way of subsidies, but in no case should be left at the mercy of foreign competi¬ 
tors. 


Section C. 

Review of the effects of past tariffs Policy. 

1 Question 21.—Would you attempt a broad analysis of the effects of the actual policy 
pursued by the Government of the day on the growth and development 
of our major industries under the following heads :— 

(a) Capital invested in the industry (paid up) 

(b) Rated capacity. 

(c) Output. 

(d) Employment of labour (Technical and non-technical). 

(e) Wage bill (Technical and non-technical). 

(f) Earnings of management. 

(g) Profits, earned and distributed. 

(h) Ex-works price and retail price ? 

'•Question 22.—Would you make a detailed analysis on the above lines particularly in 
respect of the following industries : 

(i) Iron and Steel: (ii) Cotton Textiles; (iii) Sugar ; (iv) Paper and (v) 

Matches? 


Please give your answer for the following periods : 

(a) at the time when the protection was given. 

(b) in 1938-39. 

(c) in 1948-49. 

Ansivers with special reference to cotton Textile Industry. 


^Answer 


(a) Capital invested in the Industry 

(Paid up) (in crores) 

(b) Rated capacity No. of Mills . 
Spindles installed .... 
Looms Installed .... 

(c) Output 

Cloth woven in Million yards . 

Yarn spun (Bales of 400 lbs.) in Lacs 


.(d) Employment 


1932 

1939 

1948 

37-47 

38-98 

73-01 

339 

389 

408 

9,506,083 

10,059,370 10,265,841 

186,341 

202,464 

197,469 

2,990 

4,269 

(1947) 

3,890 

24-16 

32-58 

33-45 

1929-30 

614,039 

583,873 

June 1949 
743,441 
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Question. — 23 (a) Please indicate the significant features, if any, in the structure and' 
organisation of the protected and assisted industries with respect to — 

(i) the size of the units: 

(ii) their location; 

(iii) the development of combinations, horizontal or vertical; 

(iv) the developments of ancillary industries ; and ’ 

(v) any other aspect that you may consider it necessary to mention. 

(b) Do you think that the form or manner in which protection or assistance 
has been given to these industries has had anything to do with these 
features? Which of these features are in the interests of our economy 
and which are undesirable? 

Question 24.—If you consider that the undesirable features mentioned, if any, were due 
to any defects or deficiencies in the control exercised by Government 
over the protected or assisted industries, please point out such defects or 
deficiencies. 

Answer.— The number of units in the Bombay Province which enjoys the 
prominent position in the cotton textile industry has remained more or less same 
after 1932. On the other hand, number of mills in the States as well as the 
Provinces of Madras. U.P., Bengal and C.P. has increased during the inter-war 
period. 

During the pre-war years some industries supplying mill gin stores and 
chemicals were established and under the shelter of the closed markets during the 
war, a number of ancillary industries have developed. Important among them 
are as under:—manufacture of bobbins, starch, roller skins, pickers, craft papers, 
textile machinery and tools, spare parts, etc. 

(6) The protection granted to cotton textile industry has no doubt helped the 
industry to maintain its present position because the protective measures were to 
a large extent of safeguarding nature. But it is difficult to assess the exact part 
played by the protective measures in view of the other factors that have assisted 
the industry. 

Question 25.— To what extent has the protection or assistance afforded to an industry 
resulted in — 

(i) its progressive mechanisation; 

(ii) the introduction of :new economies and other technical improvements ; and 

(iii) the optimum utilisation of indigenous raw material and bye-prcducts'l 

Please illustrate with examples drawn from your knowledge or experience. 

Answer. —Duringt the last quarter century, various technical improvements 
have taken place in Western Countries in the cotton textile industry and Indian 
mills have in many cases adopted these new methods which have resulted in pro¬ 
gressive mechanization and in introduction of new economies. Thus Dhobi bleach¬ 
ing and hand dyeing have been replaced by machinery. High draft system in ring 
spinning, self-stripping apparatus in cards, high speed wraping and winding 
machines, have been installed. With these improvements, quality of Indian pro¬ 
duct has improved a great deal. 

The quality of the Indian product has improved and the consumption of long- 
staple foreign cotton has increased. The development of ancillary industries has 
resulted in greater utilization of the available raw materials but still there is con¬ 
siderable scope for development of other ancillary industries. 

Question 26.— Has the protection or assistance received by our industries induced any 
substantial increase in the supply of — 

(a) technical personnel required by the industries; 

(b) skilled labour; 
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(c) semi-skilled labour; 

(d) a stabilized industrial labour force? 

Answer. —(a) The supply of technical personnel has increased to a certain 
extent. 


(b) Yes. 

(c) Yes. 

(d) Doubtful. 

Question 27.—To what extent, if any, has industrial research been initiated and fostered 
by the protected and assisted industries? 

Answer .—The Textile mills in Ahmedabad have contributed Rs. 48 lacs and 
have in co-operation with the Government, established a Textile Industry’s Research 
Association to carry on research work on modern lines. 

Question 28.—Do you consider that the revenue tariffs imposed in the past have had 
any appreciable effect on the growth and development of our industries 
and on the course of our export and import trade? If so, would you 
illustrate your finding with some examples drawn from the trade or indus¬ 
try of which you have knowledge or experience? 

Answer .—Revenue tariffs have indirectly helped the growth of industries like 
sugar, match etc. 

Question 29. —(a) What were the broad effects of the tariff policy pursued by Government 
between 1928 and 1939 on the volume, character and geographical dis¬ 
tribution of our (i) import, and (ii) export trade? 

(b) To what extent was the relative importance of our domestic and foreign 
trade affected by this Policy during this period? 

Answer .—It may be mentioned at the outset that many forces of great significance 
have influenced the course of foreign trade during the period under consideration 
'Thus, depression, currency fluctuations and economic nationalism have all been 
■operative. With the small proportion and with a low level of protective duties 
and the small degree of positiveness, the effect of Fiscal Policy is comparatively 
small and in the medley of forces referred to above, it is difficult to distinguish the 
effects of protection on volume of trade. 

At the same time protection has certainly affected the character of our foreign 
trade. Many of the protected commodities figure less in the import trade while 
the growth of industrialists with the accompanying rise in the standard of living 
of the industrial classes has encouraged the imports of luxury goods. On the export 
side, there were few outstanding changes in the character of the foreign trade. 

(b) Importance of our domestic trade has increased with the growth of indi¬ 
genous industries. 

Question 30.—Do you think that the development of any of the protected industries was 
hampered by the policies pursued or the measures adopted by Government 
ivith regard to matters other than protection? Please give examples. 

Answer. —Yes. The Tariff Board of 1932 recommended protection to the 
Cotton Textile Industry when its claim was overdue. But this grant of protection 
was followed by Imperial preferences, Ottawa Agreement and Indo-British Agree¬ 
ment which nullified the effects of jjrotection as regards the goods from United 
Kingdom. The duties on imported cotton, dyes, machinery and stores had also 
adverse effect on the growth of the industry. 
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Section D 

Factors in the formulation of a new Fiscal Policy 

Question 31.—What in your assessment is the relative importance of the main changes 
in the pattern of our foreign trade which have taken place in the periods -.— 

(a) 1939-45 

(b) 1946-49? 

Answer. —(a) 1939-45: This was a period of war. The important manufacturing 
and exporting countries were involved in it. As a consequence, imports substantially 
declined. There was also shipping shortage and Government had to regulate imports 
and restrict the same to Defence and essential requirements. During this period, 
there was demand of manufactured goods from India from the neighbouring 
countries which could not obtain the same from abroad. 

Under the stress of these circumstances, there was substantial decrease in the 
imports of foodgrain as well as in the manufactured articles, and the export of these 
items showed increase. The increase in exports of manufactured articles was signi¬ 
ficant because it was due to a certain extent to the increased industrial activity. 
In the war-time the country exported more than it imported, with the result that 
out of the export earnings considerable sterling balances were built up. 

(b) 1946-49 : During this period, India has suffered from the deficit of food 
and food, imports have increased to an alarming extent. As a result of partition, 
raw-jute and cotton have become important items of imports. The value of imports 
of machinery has increased progressively which amounted to Its. 32-75 crores in 
1946-47, to 80-87 crores in 1948-49. With the relaxation of import control, the 
imports of luxury goods have gone up, but on the whole our export earnings on the 
present scale are not sufficient to pay for our necessary imports. It has therefore 
become imperative to step up our exports. 

Question 32.—Would you briefly analyse the effects of the (a) legislative and (b) adminis¬ 
trative measures relating to the control and regulation of our foreign trade 
which Government have had to adopt during these periods on — 

(a) our import and export trade and 

(b) the growth and development of our industries? 

Answer.— During the second world war, the Government had to place various 
restrictions on the import and export trade. This gave an impetus to the growth 
of ancillary and medium size industries but the absence of key and heavy industries 
was acutely felt. On account of our strategic position, we were able to capture 
foreign markets for some of our manufactured, goods as there was no competition 
from industrialised countries. 

During the post-war years on account of various reasons, almost all the countries 
have to control foreign trade. The problem of foreign exchange has assumed un¬ 
precedented importance. In our opinion, the Government of India has failed to 
follow a co-ordinated and consistent policy during this crucial period. The problem 
of promotion of export trade has received proper attention only recently when the 
adverse balance of t ade has reached abnormal level. As regards import trade 
control, in our opinion, the chief drawbacks of the policy and the manner in which 
it has been implemented have been that it has resulted in (1) Blocking of money 
and foreign exchange and thus tightening of the country’s finances, (2) Frittering 
away of valuable foreign exchange, and (3) Affecting some of the indigenous 
industiies adversely. 

Question 33.—To what extent ham these changes affected L the fundamental premises 
on which the recommendations of the Indian Fiscal Commission 1921-22 
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were based? Please illustrate your reply, with examples drawn from 
the trade or industries with which you may be concerned or about which 
you may possess adequate knowledge. 

Ansiver. —The fundamental premise on which the recommendations of the 
Indian Fiscal Commission 1921-22 were based was that the industrial development 
was not possible without stimulous of protective duties. During the period of war, 
a number of industries developed without the aid of protection. But this protec¬ 
tion lacks the assurance of permanence and fails to give the sense of security which 
arises from the deliberate adaption of the policy of protection, and this is what has 
happened in the post-war years. A number of industries have approached the 
Government for grant of protection and in our opinion, without necessary assistance 
by way of protection, it may be difficult for these industries to stand against the 
foreign competition. 

Question 34.—In the light of your analysis and appreciation what is the relative impor¬ 
tance you would attach under present day conditions to governmenta 
measures for the promotion of our trade and industry which may be 
broadly classified under the following heads — 

(a) Fiscal measures; 

(b) Non-fiscal measures? 

Answer. —Both the Fiscal as well as the Non-Fiscal measures are useful and 
necessary but between the two, in our opinion, fiscal measures are more important 
and effective as direct and immediate measures of assistance. The Non-fiscal 
measures which would indirectly help industrialization in the long run, should also 
deserve duo attention. 

Question 35.—Would you indicate the extent to which an appropriate tariff policy can 
farther our foreign trade and assist in the development of our industries? 

Answer .—-In our opinion, an appropriate tariff p>olicy can further our foreign 
trade and assist in the development of our industries to an appreciable extent. 

Question 36. — What, in your judgment, should be the objectives of tariff policy in the 
short period? 

Answer. —In, our opinion in the short period, the objective of the tariff policy 
should he the maintenance of maximum employment of labour and natural resources 
by grant of effective protection to industries. 

Question 37.—The minority report of the Indian Fiscal Commission 1921-22 expressed 
the view “that there should be an unqualified pronouncement that the 
fiscal policy best suited for India is protection”. Do yQU agree with thisl 

Answer. —Yes. 

Question 38.—If so, what principles and conditions would you lay do‘ym for regulating 
the grant of protection or assistance:? 

Answer .—In our opinion the only guiding factor in this regard should be 
whether it is an industry of importance in view o f national defence, security or signi¬ 
ficant in view of the employment of labour and utilization of the indigenous raw 
materials. 

Question 39.—Would you, in the application of the formula or principles, if any, or 
in the Administration of the policy in general, like special consideration 
or priority to be given to any particular classes of industry? If so, please 
name the classes. 

Answer. —Yes. 

(i) Existing industries; Hi) Industries important from the view point of defence 
and security, (Hi) Key and heavy industries; (iv) Industries of economic importance 
utilizing indigenous raw materials and adding to the employment. 
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Question 40.—Do you agree with the view that the grant of protection should not he 
confined to infant industries, hut should he considered, if necessary even 
before an industry is established or when proposals for its establishment 
are under consideration? 

Answer. —Yes. 

Question 41. —(a) Please indicats your views on the various alternative methods of 
protection, e,g.— 

(i) protective import duty ; 

(ii) bounty or subsidy ; 

(iii) system of pool prices, e.g., the alluminium price pool which was in force 
till recently ; 

(iv) quantitative restriction of imports based on a guaranteed market for at 
least a percentage of domestic production (when such quantitative restric¬ 
tions can be imposed without conflict with pre-existing agreements or 
commitments)? 

(b) which of these methods should be the normal method? 

(c) Would you like the appropriate method to be determined in each case on 
its merits? If so, what are the conditions you would like to bear in mind 
in selecting the method of protection? 

Answer (a) and (b).—The normal method in our opinion should be imposition of 
protective import duty. In case of key and capital goods industries, bounties would 
be an appropriate form of protection. 

(c) Yes. The appropriate method should be determined in each case on its 
merits. 

Question 42.—What should be the Government’s policy and procedure where the 
situation calls for only safeguarding or anti-dumping measures, as dis¬ 
tinct from substantive protection, whether for smcdl scale or large scale 
industries? 

Answer. —We suggest that there should be a clear cut division of the Fiscal 
Law in two parts and that the anti-dumping legislation should be separated from 
the specific question of substantive protection. In such cases, immediate action 
should be taken straight-way under the orders of the Chair map of the Trade and 
Industrial Planning Commission so that the Industry may get necessary assistance 
before any harm is caused- An inquiry if necessary may be taken up later on. 

Question 43. —(a) What place would you assign to export duties in the tariff system in 
thefi0ire? 

(b) Would you advocate export control (by duties or otherwise) for the purposes 
of— 

(i) safeguarding the domestic consumer against critical shortages ! 

(ii) conserving domestic supplies of raw materials for utilization by domestic 
industries? 

Answer. —Export duties may be levied for the purposes mentioned in (b) (i) 
and (ii) as well as in the cases where India has monopoly. 

Question 44.—What fiscal measures, if any, would you recommend to enable an 
established industry to maintain its exports? 

Answer. —One of the main handicaps to our export trade to-day is the price 
factor because prices of some of our main exportable commodities arc out of Inter- 
jational parity. In our opinion, such fiscal measures should be adopted which will 
ower the. cost of production. This can be done by abolishing the import duties on 
13 M. of Com. 
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r aw materials used by the industries. Reduction in Internal transport rates from 
the interior to the Ports will also be helpful. Sales-tax should not be imposed on 
articles of exports. 

In addition, measures which would popularise our products in the foreign 
countries by means of advertisements, exhibitions and propaganda carried out by 
the Trade Commissioner who may also supply the information regarding the trends 
of the market, the tastes and requirements of the people, will be also helpful to the 
manufacturers. 

Question 45.—Have you any comments on the method by which the Tariff Board at 
present 'foxes the quantum of protection (the method of comparing the fair 
selling price of the domestic product with the landed cost of the imported 
product)? 

Answer. —In our opinion the method is not satisfactory. It is very difficult to 
obtain the correct data regarding prices from the foreign concerns. The experiences 
of the inter-war periods have shown us that the theory of comparative costs no 
longer holds the field in these matters. 

As regards internal prices, the question may arise whether a specific item should 
be considered in the cost data. Thus the industries will have to undergo heavy ex¬ 
penses for the purpose of housing. The tariff Board may not take these expenditures 
in calculating the price. Thus there may be unsurmountable difficulties. 

We suggest that the quantum of protection should be decided by consideration 
of reasonable profit which would keep the marginal unit of production in work. 

Question 46 .— Would you recommend variations in duties to meet variations in import 
costs? 

Answer. —-Yes. 

Question 47.—Where protection is to be given by tariffs, what are the considerations 
which you think should govern the choice between the various alternative 
forms of duty such as specific, ad valorum, compound etc.? 

Answer. —In our view the alternative form of duties should be applied with 
due consideration of the peculiarities of the product. 

Question 48.—What do you think of the utility and practicability of tariff quotas? 

Answer. —We believe that tariff quotas as effective measure of protection, has 
not much practical value because by under-selling the foreign concerns may cause 
injury to the indigenous industries. 

Question 49.—Would you like a minimum or a maximum duration to be laid down for 
protective measures? 

Answer. —In our opinion a definite period of protection should be laid down 
by the Commission in each individual case which should be re-examined at the end 
of such period if deemed necessary- 

Question 51.—Having regard to :— 

(a) the future structure of our foreign trade ; 

(b) the anticipations relating to the course of international trade (under 

lying the Havana Charter on Trade and Employment ); and 

(c) the broad lines of our Industrial policy as laid down in the statement c 

the 6th April 1948, 

would you attempt a formulation of the objectives of our long-term fiscal 
■ policy? 
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A nswer. —In our opinion, some of the important objectives of our fiscal policy 
sh »uld be:— 

(1) National self-sufficiency in all possible spheres of life by protecting 
industries of national importance. 

(2) Measures should be adopted which will increase our bargaining power 
in the international trade. 

(3) Co-ordinated development of large scale, small-scale and cottage 
industries should be encouraged. 

(4) Effective measures should be taken to encourage our export trade. 

Question 52.— In order to facilitate the objectives of our fiscal policy, do you think it 
would be necessary for Government or quasi-Government institutions to 
participate in foreign trade, (a) in the short period and (b) in the long 
run? 

Answer. —No. 

Question 53.— If your answer to the above question is in the affirmative, what form of 
Government or quasi-Government organisation would you recommend? 
What would be the limits to their activities, and what conditions, if any, 
would you impose on their functions? 

Answer. —The question does not arise. 

SEOTJOff E 

Non-fiscal measures for the promotion of Trade and Industry 

Question 54.— The Indian Fiscal Commission of 1921-22 suggested several “supple¬ 
mentary measures” as an aid to the tariff policy which they had recom¬ 
mended. Would you enumerate the non-fiscal measures that Government 
should now adopt in furtherance of any approved fiscal policy both (a) in 
the short period and (b) in the long period? 

Answer. —The Tariff policy may not be adequate to achieve full employment of 
productive and labour resources of the country, and hence supplementary measures 
would be necessary as an aid to tariff policy and we suggest the following for the 
consideration of the Commission:— 

(1) Technical education. —The present education system needs a thorough 
overhaul. Technical institutions of all grades should be started 
all over the country. 

(2) Proper and co-ordinated development of transport accompanied by 

a rationalised freight structure. 

(3) Efficient marketing organisation in all the parts of the country. 

(4) Sound and extensive banking facility in all parts of the country. 

(5) Efficient system of commercial and industrial intelligence. 

Question 55— In particular, have you any special suggestion to make as to how 
Government could facilitate — 

(a) the supply of essential industrial raw materials, where these are not readily 

available in the country, 

(b) the supply of essential plant and machinery, 

(c) the supply of cheap fuel or power-, 

(d) the provision of cheap, adequate and quick transport both for the move¬ 
ment of raw and semi-processed materials and their finished products, 
made available under a Scheme or rationalized freight-structure ; 
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(e) the supply of technical personnel of different grades ; 

(f) the supply of technical informationa bout industrial methods and processes ; 

(g) the supply of industrial finance, both for use as block and as working 
capital? 

Answers (a) and (b).—As regards supply of essential industrial raw materials' 
plants and machinery, Government should give priority to their imports over other 
non-essential luxury goods. As a long term policy, production of such things in 
India should be actively encouraged. These items should be placed under Open 
General licence and no duties should be levied on them. 

(c) Cheap fuel and power will help to reduce the cost of production. As such, 
we suggest that the Government should take immediate steps to develop hydro¬ 
electric and thermal energy grids at suitable places. 

(d) There is still much scope for improvement in transport situation. We 
are of the opinion that the improvement and rapid development of railways and 
construction of roads will be of great help to the trade and industry. The freight 
structure of the railway system should be revised on a rationalised basis. 

(e) The Government can help the Industry by establishing technical schools, 
colleges and Research Institutions. 

(f) Supply of technical information regarding industrial matters and processes 
will be of great help to the industrialists as well as the workers, and same should be 
furnished by means of exhibitions, cinemas, lectures and such other ways. 

(g) The Government has established the Industrial Finance Corporation. It 
will now enable the industries whether well established or newly established to obtain 
financial assistance. We are of the opinion that a single institution will not be able 
to cater the full needs of the whole country. We suggest that similar institutions 
on provincial basis should also be established. 

Question 56. —How and to what extent could the trade and industry co-operate with 
Government in the provision of such facilities? 

Question 57.— Do you think any special types of organisation would be necessary 
(a) to secure this co-operation between industry and trade and (b) to provide 
for the orderly supply of the facilities enumerated in Q. 55 or for the supply 
of such other facilities as may be considered necessary? 

Answer. —A Committee of the Trade and Industrial Planning Commission con¬ 
stituted on the lines of the present Central Advisory Council for Industries with 
representatives of different industries will, we hope, serve the purpose. 

Section F 

Fiscal policy in relation to Commonwealth Preferences 

Question 58. —What are your general views on the subject of imperial preference— 
particularly in the light of the principles underlying the General Agreemen 
on Tariffs and Trade and the Havana Charter on world Trade am 
Employment? 

Answer. —We do not favour continuation of Imperial Preferences as such bu 
would however prefer trade agreements on bilateral basis with any country includ 
ing countries of commonwealth on a reciprocal and mutually advantageous basi: 
Question 59.— The Indian Fiscal Commission of 1921-22 recommended that , if tl 
policy of Imperial Preference was adopted on the lines indicated in the 
Report, its application should be governed by the following principles:- 
(a) that no preference should be granted on any article without the approve 
of the Legislature. 
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(b) that no preference given in any way should diminish the protection 
required by Indian industries-, 

(c) that preference should not involve on balance any appreciable economic 

loss to India. 

On the assumption that the Scheme of Imperial Preference is continued , would 
you consider the above principles adequate? If not, would you formulate 
a comprehensive set of principles that may be applicable to the circum¬ 
stances of the present? 

Answer. —In our opinion the principles are adequate. 

Question 60.— Would you make a broad analysis of the effects of the preferences granted 
and received by India and U.K. respectively under the Indo-British 
Trade Agreement of 1939, as modified by the provisions of the General 
A greement on Tariffs and Trade under the following heads ; 

(a) Expansion of trade ; (b) Customs revenues-, (c) Price levels of prefericd 
commodities? 

Question 61. —Please attempt a similar analysis in respect of the trade between India 
on the one hand and the other Commonwealth countries and the British 
colonies on the other. 

Question 62.— In what direction and to what extent do you think the preferences on 
imports into India have affected the burden on the Indian consumer? 
Could you attempt a quantitative assessment with reference to some 
major preferred imports? 

Question 63.— Is it possible to make a similar estimate of the extent to which our exports 
have expanded as a result of the preferences received by us in the U.K., 
the Dominions and the other British Territories? 

Answer. —In view of the disturbed condition of trade during the War period 
•and thereafter it is not possible to assess the effects of the preferences received by 
us in the U.K., the Dominions and the other British territories. 

Question 64.— Apart from the economic advantages that may be derived from these 
mutual preferences, do you think that they confer any bargaining strength 
on India vis-a-vis (a) the United Kindgdom and other commonwealth 
countries and (b) non-commonwealth countries? If so, please illus¬ 
trate your answer with some examples. 

Answer. —In our opinion, these preferences do not confer any bargaining strength 
on India. 

Question 65.—(i) In the light of your replies to the above questions, would you formulate 
your views on the desirability of continuing the existing system of prefer¬ 
ences between (a) India and the United Kingdom-, (b) India and the other 
Dominions, and (c) India and the other British territories? 

(ii) if you are not in favour of continuing the existing system, what 
modifications would you suggest? 

Answer. —In our opinion, our policy in this regard should be to have trade 
relations on reciprocal and mutually advantageous basis with any country of the 
"World. The existing system of preferences between the countries mentioned above 
may not be continued unless they satisfy the conditions referred to in Question 59. 

Section G 

Treatment and obligations of protected and assisted industries 

Question 66.—(a) Do you consider that industries receiving protection or assistance 
from Government owe a special obligation to the rest of the community 
as regards the manner in which they render their services? 
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(b) If so, please state your views as to these, obligations under the following- 
heads : 

(i) price policy and price structure ; (ii) wages and conditions of labour, 
(iii) adoption of technological improvements ; (iv) initiation of research 
in the technique of production and distribution ; (v) training of apprentices- 
and Government scholars and stipendiaries-, (vi) control over the distri - 
bulion of the products of portected industries in certain contingencies. 

Answer. —The whole object of giving protection is to enable the industry to 
build itself on sound economic foundation and to enable it to stand foreign com¬ 
petition. During the period of protection, the community has to bear certain 
burden, and therefore in our opinion industry does owe an obligation to improve 
the quality, to lower the cost of production and increase the quantity of production 
within a reasonable period. 

(b) (i) Protected industries should maintain economic prices and endeavour 
to reduce the cost of production. 

(ii) In our opinion, reasonable wages should he paid to labour in protected 
industries taking into consideration (1) capacity of the industry to pay (2) the 
cost of living in the locality (3) wages in similar occupations (4) productivity of 
labour, etc. 

(iii) and (iv) The adoption of technological improvement and initiation of 
research are measures which will be of benefit to the industry. The industry should 
encourage such measures. 

(v) The protected industries should train apprentices and scholars and stipen¬ 
diaries, if required by the Government. 

(vi) As regards control over distribution, we are of emphatic opinion that the 
protected industries should not be placed on a different footing as compared with 
other industries. It may be added that the experience in the past of the controlled 
distribution is very disheartening and so we do not favour repetition of such 
controls. 

Question 67.—(a) Is it necessary to stipulate that no protected or assisted industry 
should engage in any restrictive practice in respect of (i) production 
(ii) distribution or (iii) prices? 

(b) What general principles would you suggest to regulate the right of associa¬ 
tion or combination of the different units in a protected or assisted 
industry? 

Answer. —(a) Yes. 

(b) The formation of association or combination should be encouraged so long 
as such an association is formed with a view to enforce better methods of production 
and distribution of product, to attain large scale economies and for efficient market¬ 
ing. But in case such an association indulges in restrictive practices, the 
Government should intervene. 

Question 68.— Would you lay down any conditions regarding the financial structure 
of the Industries receiving protection? 

Answer. —In our opinion, no such conditions are necessary. 

Question 69.—(a) Are you satisfied with the present arrangements for the standardi¬ 
zation' and control of the quality of industrial products? In particular, 
do you think that any special arrangements for the control of quality of 
the products of protected and assisted industries are necessary? 

(b) If so, would you impose this duty on the protected or assisted industries 
through such special organizations as they may set up with the approval 
of Government or would you set up any special institutions outside these 
industries? 
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(e) What in your view should he the structure and functions of such organi¬ 
sations or institutions? Should they be professionally expert bodies or 
be composed of representatives of different interests concerned? 

Answer. —We ape in general agreement with the work done by the Indian 
Standards Institution and are of the opinion that the Institute should work in 
close co-operation with the proposed Trade and Industrial Planning Commission. 
As regards standardization, we believe that as large number of varieties of cloth 
ate produced to meet the demand of varying taste it will not be practicable to 
standardize the products of cotton textile industry. 

Question 70.— Do you think that the obligations should be embodied in the relevant 
statutes deeding with protected or assisted industries or be left to be 
prescribed by the tariff-making machinery on an ad hoc basis, in each 
individual case of an industry seeking protection or assistance ? 

Answer. —It should be left to the tariff-making machinery to prescribe such 
machinery on an ad hoc basis, in each individual case. 

Question 71.—(a) Do you consider that any special administrative machinery is necessary 
to ensure that these obligations of protected and assisted industries are 
duly discharged? If so, what form of administrative machinery would 
you suggest? 

Answer. —In our opinion, the function should be entrusted to a special wing 
of the tariff-making machinery. 

Section H 

Organisation, Methods and Procedure 

Question 72.— In the light of your replies do you consider that the existing adminis¬ 
trative organisations will be adequate to deal with the problems of imple¬ 
mentation that may arise out of Government’s acceptance cf a compre¬ 
hensive policy as regards (i) fiscal measures and (ii) non-fiscal measures? 

Answer. —The problem of planned industrialisation will be of great impor¬ 
tance in the coming years and it will be necessary to co-ordinate the policies of 
the different Government Departments. It appears that the existing administra¬ 
tive organisations may not be adequate. It therefore appears that it will be 
necessary to reconstitute them. 

Question 73. —If not what organisational charges would you propose in the existing 
machinery or Government dealing with these subjects? 

Question 74.—(a) It has been suggested that it might be necessary to set up one com¬ 
prehensive organisation (partaking of the nature of a Trade and Industrial 
Planning Commission ) subdivided into suitable Branches to deal with 
the Planning and execution of various measures, relating to (i) tariffs 
(ii) other fiscal measures, and (iii) non-fiscal measures, etc. Do you 
agree with this view? 

(b) If so, would you indicate the type or organisational chart that you have 
in mind? 


Question 75.—(a) Alternatively, would you prefer a series of specialised organisation? 
dealing with these particular subjects? 

(b) If so, how would you corelate the functions of these administrative organi¬ 
sations? 
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Question 76.—As a further alternative would you favour only one Technical Organi¬ 
sation dealing with Tariffs, leaving the other subjects to be dealt with by 
the different Ministries concerned more or less in the manner followed 
at present? 

Answer. —In our opinion, one comprehensive organisation such as the Trade 
and Industrial Planning Commission constituted (particulars as follows) would serve 
the purpose:— 

The Commission may be sub-divided into suitable Branches dealing with 
protection, licensing of new Industries and such other problems. 

The membership of the Commission may be confined to a small number, say 
12. The Chairman of the Commission and one-third members may be nominated 
by the President of the Indian Union, while the rest of the members may be appoint¬ 
ed by the President by and with the advice of the Parliament. The Commission 
should have powers to take up Advisors and Assessors for particular investigations. 
It may be aided by a permanent Secretary and adequate staff to maintain conti¬ 
nuous information and statistical data for investigation work. 

The Chairman of the Commission may be entrusted with the work of allocation 
and co-ordination of the duties among the members and he should function some¬ 
what like a Chief Justice of a High Court. 

Keeping in view the importance and magnitude of the work to be entrusted 
to the Commission, the terms, the status, emoluments and the period of appoint¬ 
ment of the members of the Commission should be placed on equal footing with the 
Judges of the Federal Court, so that the best men in the country may be appointed 
on it and it can be really independent of the executive. 

As regards protection, the cases of minor importance may be assigned to a 
single member who may dispose of the same like a Court of Summary Jurisdiction. 
In important cases the Chairman may entrust the work to a Committee of three 
members. 

Question 77.—Whatever may be the structure of the Planning and co-ordination 
machinery that you may favour, do you agree that a specialised organi¬ 
sation for tariff purposes is essential to the implementation of a scientific 
tariff policy ? 

Answer. —We feel that a specialised organisation for tariff purposes is essential 
.J.O the implementation of a scientific tariff policy. 

Question 78.—If so, would you agree with the recommendations of the Indian Fiscal 
Commission of 1921-22 that the Tariff Board or the Tariff Commission 
should be — 

(a) a permanent body of high standing, 

(b) Consisting of members who are of high ability, integrity and impartiality 
—preferably with a knowledge of economics and a practical acquaintance 
with business affairs? 

(Paragraphs 302, 309—Chapter XVII). 

Have you got any other views on the status and structure of an appro¬ 
priate Tariff Board or Commission? 

Answer. —(a) Yes. 

(b) Yes. 

For status and structure, refer answer to Question No. 76. 
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'Question 79.—What in your view, are the appropriate functions of a Tariff Bo iri ? 

Do you agree with the recommendations of the Indian Fiscal Comm ission 
of 1921-22 on this subject? (Paragraph 306, Chapter XVII). 

Answer.—In our view, function of the Commission should not be limited to 
protection but should extend to other correlated measures as is done in the U.S.A. 
•and Australia. To elucidate, the following may be the additional functions of a 
Tariff Board:— 

1. Administration of custom law as in U.S.A. and Australia. 

2. Incidence and effects of revenue duties upon the industrial structure 

of the country. 

3. Schemes of bilateral agreement should be referred to the Tariff Board 

for opinion. 

4. It should make continuous study of data regarding trade, prices, pro¬ 

duction etc. of each protected industry. 

•Question 80.—Do you consider that the existing functions of the present Indian Tariff 
Board as laid down in Government cf India Resolutions of November 3, 
1915, November 26, 1947, and August 6, 1948 (summarised in the note 
to Section P) are adequate? If not, what changes would you suggest? 

Answer. —In our opinion, the existing functions of the Tariff Board are to a 
large extent adequate. Some changes as discussed above should bo made when 
the Trade and Industry Planning Commission has been formed. 

Question 81 .—(a) Do you consider that the present structure and organisation of the 
Tariff Board, are adequate? If not, what changes would you suggest ? 
(b) If not, what structural or organisational changes would you propose? 
Answer. —Please refer to the answer to question 76. 

Question 82.—Do you think that the present procedure under which an Industry's 
fitness for protection is considered only on application by that industry 
is sound? If not, how would you like it to be modified? 

Answer. —In our opinion, the normal procedure should be that fitness for pro¬ 
tection may be considered on application by the industry. The President of the 
Trade and Industry Planning Commission should also be given powers to initiate 
inquiries in deserving cases. 

Question 83.—In any case, should the present procedure be modified so far as small 
and unorganised industries are concerned? If so, in what direction? 

Answer. —As regards small and unorganised industries, a single member of the 
Tariff Board may hold summary inquiry on receiving applications from a specified 
number of manufacturers, or may be given powers to initiate such inquiries. 

Question 84.—Where the procedure provides for an application for protection, should 
the application be addressed to Government or to the Tariff Board? 

Answer. —The application for protection should be addressed to the Trade and 
Industries Planning Commission. 

Question 85. — What modifications would you suggest in the present procedure to make 
it more expeditious? 

Answer. —In our opinion, when the application for protection is addressed to 
the Trade and Industry Planning Commission directly and it is empowered to 
investigate whether there is a prima fade case for protection, considerable time 
would be saved. The decision of the Board should be communicated to the 
President of the Indian Union for approval. If the President disagrees, the entire 
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question may be re-examined by another committee or the Commission whose 
decision should be final. If this procedure is adopted the work will be more expedi¬ 
tious. 

Question 86.—Have you any improvements to suggest in the Tariff Board’s present 
working methods (including the procedure for public hearings)? 

Answer .—It may be mentioned that certain information to be submitted ter 
the Tariff Board which, in the interest of the parties concerned, should not be dis¬ 
closed should be kept secret and discussed in camera. 

Question 87 .—Do you consider that the Tariff Board's recommendations should 
normally be accepted by Government and implemented by it? 

Answer. —Yes. 

Question 88. —(a) Having regard to the nature of the duties and functions entrusted 
to the Tariff Board, do you consider that it should be placed on a statutory 
basis? 

(b) If so, should the statute lay down only the composition and functions of 

the Tariff Board or also include the general principles governing tariff 
policy, the general procedure to be followed in tariff enquiries and the 
manner of enforcement of the obligations of protected or assisted 
industries? 

(c) To what extent would such statutory provisions militate against 
flexibility? How could the possible risk of rigidity in procedure and 
administration implicit in statutory provisions, be either eliminated or 
reduced? 

Answer. —(a) Yes. 

(b) The statute should lay down the composition, and functions 
of the Industrial Planning Commission as well as the general principles 
governing tariff and the enquiries. 

(c) The provisions should be made broad enough to evade the 
possibility of rigidity. The Chairman may be given powers to make 
minor changes in the working of the Commission in consultation with the 
President of the Union. 


PART II 

Fiscal Policy in relation to Havana Charter on Trade and Employment and the General 
Agreement on Tariffs and Trade. 

The Havana Charter on Trade and Employment which among other things aims 
at promotion and expansion of international trade by removing restrictions thereon 
was signed by 53 nations including India at Havana on March 24th 1948. The posi¬ 
tion at present is that the signatory countries may accept the Charter as a whole or 
reject it and no amendments can be suggested at the present stage. It would thus 
be observed that we have to assess the advantages and disadvantages of the Char¬ 
ter as a whole in deciding upon our course of action. 

It may be mentioned that, India is yet an under-developed country and still 
being in a formative state it is not possible to judge the nature and extent of state 
assistance required to develop our industries. The Charter has specific provisions 
in these regards and it is therefore apprehended that the acceptance of the Charter 
may not permit the grant of necessary assistance to our industries—new .and existing 
—in every case. Thus the disadvantages of the obligations under the I. T. O. are 
distinct while advantages from freer trade are doubtful. It may also be added 
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that the development of industries and internal trade are more important to this- 
country than foreign trade. In view of these facts my Committee are unable to 
advocate ratification of the Charter and do not feel called upon to reply to the Ques¬ 
tions 89 to 98. 

As regards G. A. T. T. the Government spokesman has stated that the guiding 
factors taken into consideration while granting tariff concessions were 

(1) The concessions should not relate to products which were protected or in 
respect of which claims for protection were likely to be made during the next three, 
years, and 

(2) The concessions should not result in excessive loss of revenue. 

In this connection, Government may not have the information regarding tho- 
possibility of an industry approaching for protection during the next three years 
and they may grant concessions to other countries which may have prejudicial effect 
on such industries. We have therefore to submit that before entering into new 
agreements the Government should ask for the opinion of the Chambers of Com¬ 
merce regarding the possible effects of such measures. 

As regards the tariff concessions already granted, it may be stated that economic 
and political changes of vast magnitude have taken place thereafter. The pattern- 
of India’s foreign trade is rapidly changing. As such, my committee are of opinion 
that the entire question of tariff concessions should be reviewed at the end of 1950 im 
the light of new circumstances. 

Memorandum on Present Problems of the Cotton Textile Industry 

A study of the commercial and economic history of India will reveal the fact 
that the cotton textile industry of the country has flourished and developed inspite 
of considerable odds and bitter competition. The last World War had a beneficial 
influence on the industry enabling it to recover from the shocks of the depression that 
preceded the war. The War period also provided some prosperity which engeh- 
' dered hopes for further progress but this war-time prosperity proved a temporary 
spell and the outlook has once again become gloomy. At present the industry is 
passing through a critical period and if immediate remedial measures are not adopted 
by the Government there is every possibility for further deterioration from which it 
may prove difficult to retrieve the position. 

This background will enable the Commission to appraise and appreciate the 
difficulties encountered by the industry. 

The first important problem is of the replacement and rehabilitation of the in¬ 
dustry. The industry has considerably over-strained itself during war and the post¬ 
war period in its efforts to meet the defence requirements and to relieve the shortage 
of cloth in the country. This has resulted in heavy wear and tear of the machinery 
and plant. Its equipment is therefore in urgent need of replacement and renewals. 
Besides the industry has plans for expansion and modernisation. During recent 
years in foreign countries, there has been considerable progress in textile technology. 
In order therefore that the Indian industry should maintain its position in the world 
competition,it must carry out the recent improvements in processing and manufacture 
and produce cloth of a quality which would stand foreign competition. 

For these purposes, the requirements of the industry are two-fold : 

{%) Adequate imports of essential and up to date machinery, and 
(«) Adequate reserve funds to provide for replacements. 

First we shall deal with the question of funds required by the industry for the- 
purpose. The total requirement of the industry can be estimated at about 79 crores. 
As against this, funds at present available fo the Ahmedabad industry are about 7' 
crores. It will be observed that these funds are far inadequate for the needs. These- 
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'funds are built from depreciation and other reserves. Under the present law and 
practice depreciation allowed and written off by the industry works out at about 
4 per cent, of the block capital. This allowance has been recently liberalised by the 
Government by certain concessions such as additional allowance for triple shift wor¬ 
king. But we doubt whether these concessions will assist the industry to accumula¬ 
te necessary reserves to meet the replacement cost and charges of renewals within a 
stipulated period. This is because there has been a phenomenal rise in the prices of 
machinery and plant over the pre-war levels. The Government of India have re¬ 
cognised that the difficulty is real and the concessions allowed by them were among 
the measures to enable the industry to meet the difficulty. The following passages 
from the Finance Minister’s Budget Speech delivered on 28th February 1949 will 
•illustrate the point :— 

“ Replacement costs are also higher, and there have been complaints that the 
calculation of depreciation allowance for purposes of taxation on the origi¬ 
nal cost of the asset involves great hardship. It has been suggested that 
industries should be allowed to revalue their existing fixed assets at the 
present day prices so that future depreciation allowance may be given on 
the basis of the revaluation. The Government of India considered this 
problem in all its aspects last October and came to the conclusion that 
while the difficulty complained of was real the solution proposed was not 
practicable. It would give no assistance to those who have immediately 
to replace their worn-out assets and there was no point in giving a 
concession to others who, at some future date, may not be required to pay 
the high prices now prevailing. It was, however, realised that some 
relief should be given to those who were prepared to renew and re-equip 
their capital assets immediately, in spite of the prevailing high costs. It 
was decided that for all new plant and machinery installed during the 
five years from the 1st April, 1948, depreciation allowance at double the 
ordinary rate will be allowed. It has also been decided that if by 1st 
April 1953 there is a drop in the general level of prices, the different 
between the written down value of the assets and the corresponding 
value at the reduced price will be allowed as an additional deprecia¬ 
tion allowance. For existing plant and machinery it has been decided 
to grant extra depreciation allowance for increased wear and tear if 
triple shifts are worked. I trust that these concessions will go a long 
way in meeting the complaints of industry in this matter. ” 

The Indian Tariff Board in their Report on Cotton Yarn and Cloth Prices (1948) 
..'have also admitted and endorsed the view :— 

“ It is true that in periods of stable or falling prices as well as in times of slow 
technological changes, the cost of replacement will, as a rule, be about the 
same as or less than the original cost of the block. In such cases the 
cost of replacement should be met out of the normal depreciation Fund. 
But in times of rising prices replacement will involve a higher cost than 
the original value of the block. Likewise, during a period of rapid tech¬ 
nological changes, replacement cost will be higher, for at such a time re¬ 
placement is not merely the installing of an identical plant but involves 
“ betterment ” as well, that is the use of an improved and perhaps a 

bigger plant.While the normal depreciation fund should contribute 

towards writing down the original cost of the block, special reserves would 
be necessary to meet the higher cost of replacement due to infla¬ 
tionary prices and betterment of the plant. ” 

In this context it is relevant to refer to practice prevailing in England. There the 
British Government is contributing 20 per cent, towards capital cost of replacement 
•of machinery of the textile industry, as a measure of financial aid to stimulate the 
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development of the industry besides allowing the depreciation on the existing plant- 
at its replacement value. 

It will be observed that it is essential for the industry to build up adequate dep¬ 
reciation funds and other reserves in order to meet the actual cost of replacement 
within the stipulated period. For this purpose, it is necessary that depreciation- 
should he allowed to be calculated at the full existing replacement value of the as¬ 
sets. 


Now, we shall examine the question of imports of machinery and plant required 
by the industry. Duri g the whole war a strict Import Control operated and imports 
of heavy plant and machinery were practically nil. Even after the War, import res¬ 
trictions have continued ; the result is that the import of textile machinery has been 
very small. Although considerable capital goods have been imported during the 
year 1948, textile machinery formed only a small percentage of the imports. The 
reasons are quite obvious. The Import Policy of Government is subject to frequent 
revision and changes. Imports of machinery and heavy plant require long-term 
planning and programme. Frequent changes upset such programme which results 
in restricted imports of machinery. To cite an instance, recently the import 
of Ring Frames has been totally stopped all of a sudden. It is difficult for the indus¬ 
try to arrange and adjust its programme when such sudden changes are made. It is 
therefore necessary that in order that the industry can import its full requirements, 
textile machinery and plant should be exempted from Import Control and should be 
allowed free import. 

In this connection it will not be out of place to mention that the industry is-, 
consuming large quantities of imported chemicals and other stores. In order to- 
ensure smooth flow and supply of such materials they should also be allowed' 
free import. 

New important problem of the industry is the increased manufacturing cost. 
The principal elements that constitute manufacturing cost are : 

( i ) Cost of raw materials and stores and 

(ii) Labour cost. 

Before we attempt any broad analysis of these factors, it is relevant to remark 
that the manufacturing cost has risen so considerably that the Indian Textile goods 
have lost its place in the world market. A comparision with the pre-war prices will 
indicate that the present prices have risen three to four times. The problem has 
therefore become one of great embarrassment to the industry. 

The prices of all raw materials and stores consumed by the industry have con¬ 
siderably gone up owing to the inflationary conditions rampant during the last War 
and prevalent thereafter. To add to this there are substantial import duties levied- 
by Government on imported raw materials and stores consumed by the industry. 
There is an import duty of -/2/- annas per lb. on raw cotton. This centre is im¬ 
porting 50 per cent of its requirement of cotton from abroad. The result is that 
a heavy burden is imposed on the industry which adds to the manufacturing cost. 
Further the industry is consuming imported stores and materials worth crores of 
rupees. There is an import duty of 5 per cent and in some cases 10 per cent on all 
such imported articles. Textile machinery is imported from abroad and is also 
subject to a similar duty and in our opinion the burden on the manufacturing cost is 
all the more increased considering the inflated prices of foreign machinery. It will be- 
appreciated that all such duties on essential raw materials and stores impose a heavy- 
burden and considerably add to the manufacturing cost. 
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In this connection, it may be mentioned that the Government had given an as¬ 
surance when the Import Duty on cotton was first levied that it will be rufundable 
in case of goods which are exported. This assurance has not materialised even 
upto this date. 

It is necessary that the Import Duty on stores and raw materials should be 
removed so that the manufacturing cost can be brought down to reasonable levels. 

There is another aspect of the problem which deserves mention. This Centre is 
an inland town and as a result suffers a variety of disadvantages. It has to pay heavy 
freight charges for imported raw materials and stores. It is therefore necessary that 
this centre should be allowed concessional or special freight charges, so that, the 
manufacturing cost may go down and the centre can maintain its position vid-a-vis 
other centres. In this connection the question of cotton freight from Bombay to 
Ahmedabad deserves mention. Special freight rates were available for bringing 
foreign cotton from Bombay to Ahmedabad. The rate in January 1938 was Rs. 
-/8/6. As a result of an agreement arrived at with the B. B. and C. I. Railway the 
rate was fixed at Rs. -/9/8 for a period of three years and from 1st April 1941 it 
was raised at Rs. -/10/6. The latter enhancement was agreed to as an emergency war 
measure. The agreement provided for negotiations to revert to the rate of Rs. 
-/9/8. after the cessation of the War. In complete disregard of this agreement the 
railway has raised the rates to Rs. -/12/7 from the 1st of April 1947. In spite of 
protest the rates have not been revised and restored as was agreed to. It is therefore 
necessary that the original rate of Rs. -,/9/8 should be reverted to at an early date. 

Now we shall deal with the question of labour cost. During the recent years 
both Central and Provincial Governments have adopted and introduced schemes and 
measures of labour welfare. The working hours have been reduced. Besides, 
minimum wage has been established and wages standardised. The effect has been 
a general increase in wage bill. Provision has been made for holidays with pay to the 
industrial workers. The Workmen’s state Insurance Act has imposed a further lia¬ 
bility on the industry. The industry welcomes these measures which are calculated 
to improve the working conditions and living standard of the industrial labour. Ob¬ 
viously the cumulative effect of all such measures is that labour cost has consider¬ 
ably increased. It was anticipated that the welfare measures will also increase the 
productivity and efficiency of workers and thereby enable the industry to maintain 
the level of manufacturing cost. But the expectations have been belied. On the 
contrary, the workers have adopted go-slow tactics and loitering during working 
hours. Absenteeism has reached a record level. The result of all this is that the 
burden of labou'r cost has increased all the more and the manufacturing costs have 
stepped up. In this connection, it may be mentioned that there has been a further 
increase in the labour cost by the Payment of high scale of Dearness Allowance and 
ad-hoc bonuses. This centre is particularly hit in this behalf because it is paying 
dearness allowance at the highest rate which has no precedent or parallel elsewhere. 

The remedy which, we trust, Commission will agree to reduce the manufacturing 
cost which has considerably increased owing to labour cost is to introduce rationalisa¬ 
tion and other efficiency measures in the industry. Simultaneously it would be to 
the benefit of the workers also. 

It may be pointed out in this connection that the cost of production per unit in 
the Textile industry is higher in this country than in others mainly due to the fact 
that more workers are employed here in a unit than in the countries like U. K. 
and U. S. A. To cite just one example, a spinner in England minds 912 spindles and 
a doffer 1653 spindles as against 380 and 668 respectively here in India. It is there¬ 
fore necessary that in order to adjust the cost of production and put the industry 
•on a sounder footing rationalisation should be introduced in all departments and 
occupations. 
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At this centre, rationalisation was introduced to a small extent in the year 
1935 in some sections of the industry by mutual agreement. Additional remunera¬ 
tion was given to the workers who minded more machines. But during the subse¬ 
quent years it has not progressed at all. The main factor responsible for this was 
the lack of sufficient response from labour. But the problem has now become 
very urgent and important with the reduction in the hours of work. It is 
therefore necessary that the Government and the labour should co-operate with and 
assist the industry for further introduction of rationalisation in the industry and 
other efficiency measures in all occupations. 

The above analysis will give a fair idea of how the manufacturing cost has risen 
and what remedies and steps are necessary to reduce the same. 

Before we finish up the question of cost we would like to refer to one or two points. 
The manufacture prices of cotton textile is substantially high. In spite of this 
additional burdens have been imposed by the Central and Provincial Governments. 
The Central Government have recently revived the Excise Duty on the cotton tex¬ 
tiles. It is levied at varying rates. The history of the fight of the industry against 
this during the British Rule is very well known. Its revival has no justification what¬ 
soever. Government’s argument “that it is necessary to replace the loss caused by 
the abolition of the salt Duty by developing such equally stable sources of revenue is 
no ground and the choice of cloth for the purpose is not the least happy. Besides, 
it is a burden on the saleable value of cloth and will considerably hamper pro¬ 
gress particularly, in that sector of the industry which has specialised in the 
production of fine and superfine cloth which has been subjected to a heavy duty of 
25 per cent. 

Further there is imposition of sales tax by Provincial Government which has also 
added to the saleable value of cloth. 

Another problem is the promotion of export trade of cotton textiles. During the 
last War owing to heavy requirements of defence services, export trade of thiB com¬ 
modity had practically come to a stand-still. The continuance of export restrictions 
even after the war have severely affected the export trade of this commodity. Cotton 
piece-goods formed one of the most important commodities of the countries’ export 
trade during the pre-war days. The present position is that there has been serious 
decline in the export trade. The main factor responsible for this is the disparity 
between the prices of home products and the foreign goods. It is therefore imper¬ 
ative that the manufacturing cost should *196 reduced and the remedies and measure 
suggested for this purpose should be adopted by the Government. If the trade is to 
be promoted, it may be suggested that there should be no restrictions as such on 
e xport or otherwise. 

We would conclude now with a few observations on the problem of taxation which 
is common for all industries. The burden of taxation is really very heavy and has 
definitely impeded industrial development. Capital formation and private enter¬ 
prise are the essential requisities for industrial progress. The position will be there¬ 
fore that so long as the burden of taxation on industries is not reduced, necessary 
capital will not be forthcoming. Besides, this burden has restricted the saving capa¬ 
city of the existing industries, with a result that they have not been able to build up 
sufficient reserves. 

In this context it may be mentioned that the question of a systematic revision 
of the entire taxation structure is long over-due and therefore it should be taken up 
at an early date. This will enable the Government to afford the such-needed relief 
to the industry. 

These are some of the important problems of the textile industry in general and 
this centre in particular. 



394 


Memorandum on the effects of partition on Cotton Textile Industry with particular 
reference to (a) Availability of Raw Materials, ( b ) Production and (c) Market for the 

finished products. 


It may be conceded that although the two dominions are constitutionally and 
politically divided and independent it will take some time before they can attain eco¬ 
nomic independence. It is in the mutual interest of both the countries if a harmonious- 
economic policy is followed and healthy trade is carried on. India is favourably 
situated in industrial development while Pakistan’s economy is predominantly ag¬ 
ricultural. India can eater Pakistan’s needs of industrial products and manufac¬ 
tured goods while Pakistan can supply its surplus of food and non-food crops. In 
this light we can examine and analyse the effects of partition on the cotton textile 
industry of India under the following heads :— 

(а) Availability of Raw materials : 

During the pre-partition days, the Pakistan areas produced roughly 1*17 mil¬ 
lion bales as against 2 * 27 produced within the Indian Union including Indian States. 
The output of Pakistan area thus constituted one third of the All-India total. Prom 
the consumption side, the All-India offtake of the Indian Mill Industry 
may be taken at an average of 4 million bales per year. On this basis, the raw 
cotton production of the Indian Dcm inion falls short of the requirements of the 
domestic mill industry by 1*74 million bales. This is a fairly large gap and it 
would appear essential at first sight to substantially increase the cotton acreage 
as a provision against the possible difficulties in securing our requirements of raw cot¬ 
ton from Pakistan. But the alternative of increased domestic production to the 
need for importing Pakistan or other foreign cotton is not practicable. The bulk of 
cotton grown in Pakistan is long staple type of the American variety and the produc¬ 
tion of similar medium or long staple variety cannot be stepped up over a short term 
by the Indian Dominion, the bulk of cotton acreage of which is devoted to short 
staple. Even if this reversion is permitted by the food situation the additional 
growth will be of the short staple cotton more of which is not wanted by the mill 
industry. The situation, therefore, is that for sometime to come Indian Dominion 
will have to import about 1 million bales of Americans from Pakistan. It is of course 
possible that the Indian Dominion may take increased imports from Egypt and East 
Africa and can reduce her dependence on Pakistan provided Foreign Exchange as 
well as the high prices of foreign cottons are not allowed to restrict the scope for such 
diversion. , 

(б) Production : 

The deficiency in the supply of long staple variety cotton will have its effect on 
cloth production. Medium and long staple types are quite essential for manufacture 
of medium count cloth. Unless, therefore, necessary supply is ensured, the produc¬ 
tion of medium count cloth will be affected and the mills manufacturing this 
type will have to divert their production to finer counts. 

(c) Market for finished products : 

Out of 410 cotton mills in the country, 15 are in Pakistan and the rest are in the 
Indian Union. The production of cotton textiles in Pakistan is about 400 million 
yards ; as against this, their cloth requirements may be estimated at about 1000 
million yards, calculating on the basis of 16 yards per capita consumption. This gap 
between the supply and the demand for cotton textiles for Pakistan is very large. 
Supposing India has an exportable surplus, it has a flourishing market for its textile 
products. In this context, it may be mentioned that before partition Punjab and 
Bengal consumed the major portion of the total offtake of cloth by the present Pakis¬ 
tan areas. These centres were good markets for fine and fancy goods. Ahmedabad 
specialises in the production of such fancy cloth and it used to supply about 250 
million yards on an average per year to these centres. 
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FEDERATION OF GUJRAT BOLLS AND INDUSTRIES, BARODA 

Question 1. —Yes ; the economic background in the country as well as in the 
whole world has fundamentally changed since 1922. The basic changes can be sum¬ 
marised as follows :— 

{i) With the loss of China and big parts of other South East Asiatic Countries 
as well as of the Central European Countries, the free trade area of the world has 
very materially shrunk in size. 

(ii) The rise of the United States of America as the World’s largest single pro¬ 
ducer of manufactured commodities and primary products amounting to over 
60 per cent, of the world’s supplies has altered the entire balance of World’s compe¬ 
titive forces in the world market. The U. S. A. has alone emerged as perhaps the 
world’s'single creditor country. 

(Hi) The entire mechanical equipment of the manufacturing industry and trans¬ 
port system in India has worn out and has not been renewed or replaced during the 
last decade and more ; this threatens a complete break-down of our economy if a 
rapid replacement of old plants is not undertaken. In the event of war, such a 
breakdown will spell a disaster. It would be very much more so, particularly be¬ 
cause our existing capacity is not enough for us from the viewpoint of natural self- 
sufficiency . The basic changes noted above necessitate a fundamentally new ap¬ 
proach to our problem. Any regeneration and enlargement of our industrial struc¬ 
ture cannot be based on the expectation of having expanding foreign markets. We 
must have a plan basing our future industrial expansion primarily on the National 
Market. This market has not been properly tapped or nursed and developed. Fruit¬ 
ful approach in this case would be the possibility of establishing a balance between 
industry and agriculture and between urban and rural areas. 

(iv) The partition of India has also adversely affected the economic conditions 
of the Country. 

Question 2. —Our agricultural situation has also undergone a fundamental 
change in the following particulars :— 

(i) Production. —The Committee appointed by the Government of India for 
considering the technological possibilities of Indian Agriculture shows that the per 
acre production of food grains is steadily on the decline during the last 30 years. 
Added to this is the new fact that surplus grain producing areas in the West have 
seen lost to Pakistan. Further, there is a pretty permanent factor adverselly affect- 
ng agricultural production. This factor is the continued sub-division and frag- 
nentation of the agricultural holdings. This causes wide stretches of land to go out 
>f cultivation. 

(ii) Consumption. —Consumption of food-grains in Liclia has altered in eomposi- 
;ion only to the extent to which procurement, imports and transport difficulties have 
iffeetcd the assortment of foodstuffs included in the per capita rations in different 
>rovinces. The main difficulty in this case has been the necessity of meeting shor- 
ages in the total of grain supply and in particular types of grains normally required 
iy any given section of popula tion, the overall shortage problem has been rendered 
xtremely acute owing firstly to loss of surplus areas to Pakistan, secondly to the 
rowth of population and thirdly to the reduction in the normal supplies from Burma 
d very slender proportions. The programme of imports from the North and South 
jnerican Countries and from Australia has caused wheat and maize to be substituted 
ir rice and millets. Altogether the whole balance of various kinds of grains in 
le total supply has altered necessitating a change in the quantity and composi- 
on of diet of the people of this Country. This is quite aside from the question of 
dorific value of the diet in various parts of India. We have no adequate informa- 
on about this problem. 

International Trade. —The quantum, value, composition and direction ox our 
ireign trade in agricultural commodities has changed during the last decade. How- 
rer, the last 10 years have been years of control, restrictions, licences, permits, 

! M. of Com, 
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prohibitions, etc. It would be difficult to draw reliable conclusions from the existing 
facts of foreign trade since trade has not been free but has been regulated according to 
the emergency of the War and the Post-War years. 

Question No. 3 .—Our industries depend upon our agriculture for supplies of 
raw materials and for the market of their products. To the extent of which the ge¬ 
neral productivity of agriculture, rises, the prices of raw materials required for 
industries will go down and thus help in the reduction of the cost of production. 
Secondly, prosperous agriculture will provide an expanding market for our industrial 
products and reduce the necessity of dependence of our industries on the export or 
the necessity of exporting it. National market is always more dependable and 
secured and will therefore base our industrial progress on steady foundations and 
at least partially protect us from the wide fluctuations in the foreign trade caused 
by wars, currency, de-valuations, bi-laterial, trade agreements, and trade cycles. 

Question No. 4 .—A rapid mechanisation of our agriculture and increased mecha¬ 
nisation of mining -will provide a substantial market for all sorts of agricultural and 
mining machinery and building materials, electricity and consequently electrical 
goods of all kinds and transport equipment. The provisions of modem market 
and roads will provide additional demand for various kinds of agricultural goods. 

Question No. 5 .—There has been some expansion of protected industries in the 
inter War period but not such expansion to appreciably change the National Income 
of India. Further the expansion has not been such as %o make India self-sufficient. 
We are dependent on foreign countries for the supply of machinery and other capital 
goods. Without these, establishment of new industries will be impossible. The 
progress during the world War II has been confined to the consumers’ goods only. 
The establishment of capital goods industries has not been possible. Industrial 
progress has been artificial and temporary in character and not real and permanent. 
India has begun to modernise her industries, but she is yet far from-being industria¬ 
lised. 

Question No. 6 .—The following types of Industries are not provided in our in¬ 
dustrial structure, (a) (i) Machine tool industry (ii) Locomotive steamship engines 
and aero-engines manufacture (in) some basic heavy chemicals (iv) electrical equip¬ 
ment manufacture (v) manufacture of scientific instruments etc. 

(b) It would be difficult to be precise about our deficiency in respect of volume 
of production. The industries noted above are virtually absent. Their production 
has to begin from the search and has to reach a level where it satisfies all national 
needs. Regarding consumers’ goods industries one can roughly say that our cotton 
textiles, cement, railway track etc. should be substantially increased.- 

(c) No Industry would run unless the cost structure is met by market prices ; 
but if the market is artificially bolstered up by Tariffs, high over-head and operative 
costs may be sustained artificially. TheH appear to have been the case in India. 
Both have to fall and this is possible only with great technological improvement 
and introduction of scientific management. 

(d) We consider that the quality of management has not been much open to 
criticism though slight improvement is certainly possible, if it is better equipped with 
technical knowledge and more up-to-date in costing. 

(e) Supply of capital depends on reputations for sound and honest managements. 
Small concerns are often known to have collapsed for w r ant of capital. 

In this respect, old experience of collapse of concerns acts as a deterrant to entry 
of new capital. Attempts have to be made to reduce the mortality of existing con¬ 
cerns and to enable them to pay steady if not high dividends. This can be done 
by the Government sponsored and managed industrial finance corporations. 

(/) Availability of raw materials, fuel powers etc. After the Partition, raw ma¬ 
terials, like cotton, jute, hides and skins etc. are not easily available and India have 
to import them from Pakistan and other foreign countries which add to the cost ol 
production and adversely affect the large Industry of cotton and jute. These 
and other raw materials for the manufacture of finished products should be made 
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available in India at reasonable prices to the industry. Encouragement should be 
given to indegenous products of such raw materials. Fuel, t.e. coal, hard-coke, diesel 
oil etc. should be made available to the Industries at very reasonable prices and in 
adequate quantities. 

Power :—It should be generated from different rivers at an early date to 
expand industries and agricultural products. 

( g ) Availability of high grade technical ability : India is short of highly trained! 
technicians for different industries. The Government should plan out for training; 
of thorough technicians and it should import foreign technicians to give training ter 
our people and send our selected candidates to foreign countries for necessary train-- 
ing in colleges and industrial concerns. 

(h) Supply of skilled and un-skilled labour : We have got abundant un-skilled! 
labour, but skilled labour is not sufficiently available. So schemes for necessary 
training should be worked out and put into practice e.g., vocational training, 
apprentice scheme etc. 

(i) Efficiency of Labour :—Efficiency of Labour is going down day by day. 
There should be linking of wages and dearness allowance with efficiency i. e. work putt 
up. We would suggest to have work-load for each category of workers ; rationalisa¬ 
tion should also be introduced in all industries so that our industries can compete* 
with foreign industries by lowering their cost of production. 

Question No. 7(1): —Regarding small scale and cottage industries, certain genera 
observations can be made. It is now generally known that large scale mechanised 
industry is able successfully to compete with small and cottage industry except in 
extremely delicate operations. Cottage industries have an extremely limited scope 
in fancy goods, knitting goods, embroidery work, wood, stone and ivory work. Where 
agriculture cannot be a whole-year operation, they can come in. It is true that 
agriculture in many parts of India is a seasonal occupation, but with the provision of 
perennial irrigation it is likely to be whole-time. Only where it is not possible, 
cottage industry can come. Small scale mechanised industries like ginning and 
pressing of cotton, rice-milling, oil-pressing, leather works, and some processing 
industries are seasonal industries and if spread properly in relevant agricultural 
areas will feed in the idle time of cultivators by providing occupation to them in 
their off season. 

Question No. 7(2) : —There is no hard or fast rule about the relation between 
small scale, cottage and large scale industries. As cottage industries are confined to* 
skilled hand work, they may stand as things apart and their field will be solely de¬ 
termined by the community’s demand for art work. But small Scale industries of the 
type mentioned above being complementary to large scale industries, there should be 
some quantitative relation in them. Once the tempo of the large scale industrial 
development is settled, the plan of small scale industries would be i/so facto 
determined. 

Question No. 8. —The answer to question 7 covers this question also. 

Questions 9 to 15. —We feel that in looking for rapid industrial development of 
industries for India, the question of small scale or cottage industries need not receive 
considerations on the level of Fiscal policy. Questions concerning cottage industry 
are often based on sentimental considerations. To the extent to which this is the 
case, we have no opinion to give, though we should very readily subscribe to the view 
that in entering in a trade agreement whatever is possible for giving ecouragen cnt 
to the cottage industry particularly concerned with artistic ware should and ought 
to be done and a general directive to this effect may be given to our Irade delega¬ 
tions. 

Question No. 14. —The Government had no genuine sympathy for rapid indus¬ 
trialisation of the country. Assistance given under it to industries wa < grudgingly 
given. There was delay in the procedure of the tariff e > rury machinery. The 
problem of industrialisation was more political rather than economic. 
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Question No. 15. —As noted above, while the weapon of tariff would be used by 
the Government to help industries, the manipulation of exchange rates was used to 
withdraw their help. This affected all industries. 

QuestionNo. 16. —We agree that normally protection should be given to an in' 
dustry if conditions laid down by the Fiscal Commission are satisfied. But in re¬ 
gard to industries required for national defence this condition should not apply. 
This will include armaments and munitions industries and industries concerned with 
the basic requirements of the population. 

Question No. 17. —We consider that the supplementary measure suggested by 
the Commission are not adequate. Government will have to take a more positive 
role in making available to the industry machinery and technical skill and adopt 
sort of scheme of planning and priorities. 

Question No. 18 —Yes, the qualifications to the policy of deseriminating protec" 
tion as laid down by the Legislative Assembly in 1923 did effect the policy adversely 
But the diverse factor which affected industrial development in India make it difficult 
for us to attribute particular results to particular causes only, for example, from 1930 
to 1939, India was suffering from very serious depression. 

Question No. 19.— The changes set out in para. 4 regarding Government’s re¬ 
orientation of the policy are in our opinion, sound. 

! Question No. 20.— So far as work of implementing the quality in 1945 is con" 
■eerned, we feel that it is satisfactory but the general control system established by the 
Government works in such a dilatory manner that the benefit of protection is largely 
lost, quotas of coal supply of wagons, and many such things are not being attended 
to with efficiency and promptness. Hence the total effect is stagnation and even¬ 
tually loss. 

Questions 21 to 30. —We think it is not necessary to give here all qualitative and 
■quantitative changes that had taken place in the industries noted in question 22 for 
the particular sort of policy pursued by the Government, becauser ecentlv the Tariff 
Board have fully enquired about cotton textiles, iron and steel, sugar industries etc. 
from which all such details can be had. However, we have already said that the 
protection given by the Government has been halting and grudging and was governed 
by the political considerations more than by the best, economic consideration con¬ 
cerning the well being of the country. The actual development has been influenced 
by whatever protection was available. Exchange rates, manipulations, railway 
alignment, depression, competitive exchange, depreciation, tariff policy of the other 
countries and the World War II. The only industry which seems to have been 
benefitted by revenue tariff was the Sugar Industry. But even here the internal 
excise duty has in recent years equalised the competition of the internal and external 
supplies. 

As a broad conclusion, it can be said that protection has not by itself nor have 
other factors caused any change for the better in respect of mechanisation, technolo¬ 
gical improvements, optimum use of raw materials, supply of technical personnel 
or skilled and semi-skilled workers. It can not be said that the protection policy 
of the Government has significantly affected the volume, direction and composition 
■of our foreign trade except in respect of importing cotton textiles, iron and Steel 
and Sugar. Our import and export policy is such as to affect the economy of the 
country adversely, and therefore it requires thorough investigationand modifica¬ 
tion. 

Questions 31 to 33. —It is our opinion that war time legislation a nd administra¬ 
tive controls should not form a part of the permanent policy regarding the deve¬ 
lopment of foreign trade and industries even though during the war they might have 
assisted in some measure that development. War itself with its consequent rise in 
prrees was a raetor m that development. We have already said that something more 
than mere fiscal measures would be required if sound industrial development is to 
take place. Further, too much emphasis should not be laid on the development of 
foreign trade for reasons given in answers to the first three questions. 
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Control should he as simplified as possible. It should not be for more than ne¬ 
cessary period. Import and export policy should be chalked out considering all the 
factors in consultation with Commerce, Trade, Industries and Consumers. 'Before- 
entering into bilateral or multilateral agreements for imports and exports, industry 
and commerce should be consulted and taken into confidence. 

The Government of India formerly restricted our trade, then issued Open Genera l 
Licences for imports which resulted in heavy imports of consumers’ goods and un¬ 
wanted industrial products which drained away foreign exchange and adversely 
affected our industries like cotton textiles, healds and reeds, bobbins and such other- 
industries. 

Questions 35 to 40 .—We agree with the view that the fiscal policy best suited 
to India is protection. But any protection given should be followed by quantita¬ 
tive and qualitative improvement in the industry protected. This would require 
the setting up of planned targets of production and costs, top priorities should be 
given to those industries which would eventually ] roduce machine tools, engines, Ar¬ 
maments, Scientific instruments and Electrical Goods el c. Protection need not of 
course be confined to infant industries but may be extended to industries pro¬ 
posed to be started provided plan for its establishment is absolutely certain. Further 
such protection may commence only when the new industry puts its products in the 
market. 

Questions 41 to 53 .—All methods of protection have ultimately the objective of 
making the industry prosperous and developing it quantitatively. All methods ennu- 
merated in Question No. 41 have been tried but it would be difficult to say which of 
them is most effective nor would it be possible to say which of them can be normal 
method. We agree with Part C of Question 41 with the provision that the main con¬ 
siderations to the achievement of quantitative and qualitative improvement in the 
shortest possible time. Safeguarding and anti-dumpi .g measures are temporary 
devices of protection of particula- periods during certain critical periods, much 
would depend on the nature of crisis. 

As a rule, export duty device should not be lightly used unless the com¬ 
modities are a firm monopoly of the country or the consumer is suffering from 
acute shortage temporarily; otherwise the harm to export trade and consequently 
to the industry would be very serious. 

Further, an industry must primarily cater for the homo market. Too much- 
dependence on foreign markets would be harm ul. In cases where the conditions 
of an industry are such as would enable it easily to procure an export surplus 
over and above national requirments, the case will have to be considered on its 
own marits and bilateral trade agreements suited to the disposal of the surplus 
may have to be resorted to. We agree With the method of the present Tariff 
Board in determining the quantum of protection and would add that a sliding 
scale of duties may be adopted to provide against changes in landing prices. 
In any case the difference between the landing cost of foreign product and the 
fair selling price of its national competitor must govern the method of protection; 
but the interests of the consumers require internal prices low. A bounty covering 

the loss on the national products may be provided out of the receipts from the 

protective duty. A bounty keeps the Government as well as the industry con¬ 
stantly aware of their responsibility regarding the progress of the industry. 
Import duty and bounty may therefore be advantageously combined in all- 

cases, whatever duty is levied must be ad valorem. We would re¬ 

commend that protection would be fully assured for some minimum hut fairly long 
period without which the industry’s future is not assured. Revenue duties easily 
borne by the consumer but acting at the same time as protective duties should be 
used wherever possible. Where the interests of the poor consumers are involved 
duties with bounties are preferable. A re-classification of revenue tariffs may be 
made if it serves the interests of particular industries without loss of revenue to the 
Government. Long term fiscal monopoly must have for its objective, the develop¬ 
ment of industries with a view to increase industrial employment at least to 50 per 
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«ent. of the total employable population. Any trade agreements entered into ough^ 
mot to rim counter to this objective. 

A permanent quasi Government Organisation composed of Government Officials 
and trading and manufacturing interests should be set up to examine and advise on 
all matters of trade agreements with a view to protect the plan of industrial develop¬ 
ment. 

Questions 54 lo 57. —Non-fiscal measures suitable for adoption would naturally 
lie concerned with the Items ‘ a ’ to ‘ g ’ enumerated in question No. 55 as well as 
with other masters. We feel that matters ‘ a 1 c ‘ d ’ are matters regarding 
which a National Government can speedily take positive steps in relieving the di¬ 
fficulty of industries. It would not be necessary to set up any special machinery for 
■these purposes. They can be dealt with departmentafly. Regarding Item 9. an 
institution like Industrial Finance Gorporation would be of immense use. In ques¬ 
tions relating to ‘ b ‘ c ‘ f however, assistance from outside countries 
would be necessary in the initial stages. Plants and technical personnel should 
be made available even if their cost is very high. But the primary objective should 
be to make equipment and technical skill available within the country itself. The 
provision of first class machine tool industry and a net work of Government subsidi¬ 
sed technical schools would answer the purposes of industrial requirements, bur that 
would be in the end. In the beginning, Government can alone secure both from 
^abroad. 

At present transport particularly rail transport is not quite adequate to meet the 
■full requirements of the trade and industries and therefore other alternative trans¬ 
port system like road is being resorted to by the industries for movement of raw ma¬ 
terials and finished products but terminal tax/octroi duty and expansive road trans¬ 
port and considerably to the cost. So necessary relief should be given by asking the 
municipalities and local bodies etc. to desist from levying such duties especially while 
the goods are in transit and to see that the road transport is cheap and the rates 
•of terminal tax/oclroi duty should be nominal in proportion to the value of the 
[materials. 

Excise duty on ardeles like cloth, sugar, spirits and spirituous preparations etc. 
should be abolished or very considerably reduced. It should not form the basis of 
revenue. We believe that it was formerly imposed for checking its misuse, but at 
present it has gone out of proportion, and should be reduced, so that the industries 
may get a spurt in development and stand in foreign competition and cost of living 
Index number may also go down. 

Licence duties/fees on factories, spirits etc. also play a very important part in 
the development of industries. The Government should see that such licence fees/ 
•duties are not burdensome on the industries. 

In all these matters, a continuous cooperation between the Government and the 
■representatives of Industry and Trade is essential. A permanent body consisting of 
•the representatives of both should be, therefore, set up fer the purpose. 

Questions 58 to 65 .—Any scheme of Imperial or Commonwealth preference is 
•necessarily coloured by "political considerations. It can not by any means be said 
■•that so-called Commonwealth constitutes anything like a natural economic 
iunit. Consideration regarding preferences extended by member-nations of Common¬ 
wealth to each other would be naturally determined by political factors. Speaking 
purely on economic grounds, we are disposed to opine that the general principle of 
V,- big cheapest and selling dearest should apply to all trading agreements with suit- 

modifications necessitated by the very nature of mutual bargaining. In all 
tiiuse Commonwealth considerations, new have no place. True to our policy of 
political neutrality in the conflict between world power blocks, we should bargain 
with any nation ready to trade with us on the basis of considerations of maximum 
.advantage. In entering into fresh commitments, the general commercial principle 
.stated above should be borne i i mind. 

Questions 66 to 71 .—We agree that all industries protected as well as unprotected 
have an obligation to the community, prices should be fair, wages should be ade¬ 
quate in relation to the capacity of the industries to pay, conditions of labour should 
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be satisfactory, technological improvement should be rapid and upto-date, and re¬ 
search in the technique of production and distribution must be promoted and libe¬ 
rally helped. Apprentices should be trained on a planned basis. These are the 
obligations socially imposed on all industries especially protected industries. Pro¬ 
tected industries should try to raise output, reduce costs and lower prices. We should 
suggest that protected industries must have adequate capital resources so that steps 
for expansion are not imposed by financial considerations. 

Special arrangements are required for controlling the quality of products of the 
protected as well as not protected industries which can be done by the Indian Stan¬ 
dards Institution. 

Question No. 71 (c). : —No. 

Questions 72 to 88. —We are in favour of setting up a permanent and comprehen¬ 
sive organisation partaking of the nature of All-India Trade and Industrial Planning 
Commission sub-divided into suitable branches dealing with different aspects of 
industrial and trade developments. A specialised organisation for tariff purposes 
would be an important section of the planning commission. Details of the organisa¬ 
tions of the Planning Commission can be filled in after good deal of experience. 
But something of the character of the Ministry of Economic Affairs should be 
established under which Planning Commission would work. The Planning Com¬ 
mission would deal with all long term problems. Short term and day to day prob¬ 
lems would be dealt with by other sections of the Ministry but there should be 
continuous co-operation between the two. The Planning Commission would have 
to be divided into various departments concerned with Industry, Agriculture, Com¬ 
merce, Transport and Finance. The Industry’s section will have to be further 
sub-divided into different sections dealing with separate aspects of Planning. 
Tariff questions would have to bo on rested to one of the sections. These are only 
tentative suggestions. 

THE SOUTHERN INDIA MILLOWNERS’ ASSOCIATION. 

PART I 
Sectioh A(i) 

Question 1.—Do you consider that the economic background in the country has so 
altered since the Indian Fiscal Commission reported in 1922 that it 
necessitates a fundamental change in the aj>proach to the problems with 
which the present Commission is concerned ? 

We consider that the economic background of the country has fundamentally 
altered since the report of the last Fiscal Commission in 1922. 

1. In the first place India has become an Independent Nation capable of 
formulating its own policies and planning its own industrialisation. 

2. The partition of the country has resulted in great deficit of certain agricul¬ 
tural products and industrial raw materials such as jute and cotton. 

3. Thirdly the economic barriers have greatly upset the equilibrium of the 
country resulting in certain inflation of the forces tending to push prices and wages. 
Question 2.—Will you list the principal changes in our agricultural situation in respect 

of (a) production. ■: ■ consumption and (c) international trade in agricul¬ 
tural commodities:: 

We feel that the production ■ altural commodities have not kept pace 

with the increased consumption in Lima. This has been further aggravated by the 
fact that, as a result of partition, many agricultural products in which India was a 
surplus country has been converted into a deficit area. The result of this has been 
our dependence on other countries for raw materials such as jute and cotton for 
two of our largest industries. 

Question 3.—To what extent, if any, have these changes affected or are likely to affect 
in future the pace and direction of our industrial progress ? J 
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Question 4 .— What are the basic improvements in our agriculture and mining that you 
would consider urgently necessary as a support for any policy of inten¬ 
sified industrialisation' 1 . 

As regards Agriculture, we feel that it is urgently necessary to make ourselves 
self-sufficient not only with regard to our requirements of food but also with regard 
to those raw materials which are essential for the running of our basic industries such 
as cotton and Jute. Self sufficiency in these will help us save foreign exchange 
particularly dollars which can be better utilised for the import of capital goods. 
Regarding mining we feel that development of Hydro Electric Schemes are far more 
important than development of mining. For instance, the great industrial develop¬ 
ment made in some areas of Southern India can be directly attributed to the avail¬ 
ability of Power from Pykara and Mettur Hydro Electric Schemes. 

Question 5.—What are the main direction in which our industrial development has 
progressed since the Indian Fiscal Commission reported in 1922? Please 
give your appreciation of the same. 

Considering the areas, population and needs of India as a whole, our Industrial 
development has not been appreciable except in cases such as Cotton and Sugar. 
We can say that we are almost self sufficient with regard to our clothing and we are 
tending to become an exporting country in that respect. But with regard to the 
basic industries such as Machine Tools, Heavy Chemical and so on, we are of 
opinion that we have not made any considerable progress. 

Question 6.—To what extent do you think our industrial development still falls short 
of our essential requirements ? Would you list our main deficiencies 
under the following heads' 1 . 

(a) Lines of manufacture which you consider essential; 

All Basic Industries such as Iron & Steel, Heavy Chemicals, Machine Tools, 
Agricultural Machinery etc. Secondly Defence Industries and thirdly Consumer 
Goods Industries. 

(b) Volume of production; 

The volume of production falls far short of our requirements in almost all the 
Industries today. All efforts should be made to further production by greater 
incentives and increase of Technical Education. 

(c) & (d) Overhead and operative costs; Quality of management; 

This will vary with the Industry concerned hut we are of the view that the deve¬ 
lopment of Technical Education would help to bring down manufacturing costs 
under these heads. 

(e) Supply of Capital ; 

Capital has been traditionally shy in India. This has been further frightened 
away by the high level of taxation by the Government and threat of nature but in 
an Industrially backward counrty, all encouragement should he given for capital 
to flow into industry and earn reasonable profits, but the high level of taxation as 
well as the limitation of Dividends Ordinance have had an adverse result in the 
formatoin of Capital. We are sure that concessions in these respects will greatly 
facilitate to the flow of Capital in the development of the existing industries as well 
as the starting of new ones. 

(/) Availability of raw material, fuel and power; 

Regarding raw materials India is now deficit in Cotton and Jute for her indus¬ 
tries. It should be the duty of the Government to make raw material available 
to all Industries and while doing so they should see that the ultimate good of the 
consumer is in no way jeopardised in their eagerness to protect the Agriculturist. 
As a specific instance we should like to mention the working of the Cotton Contro 
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Order in India today. While Cotton is controlled Kappas (Seed Cotton) is not: 
controlled with the result that Mills are unable to get cotton at controlled rates. 
They are forced to pay very much higher rates for the purchase of Kappas while 
yarn and Cloth are rigorously controlled. Such anomalies would tend to discourage 
production and retard the growth of Industries. With regard to foreign Cotton the 
duty imposed by the Government of Ra.100 per candy, puts the Indian manufacturer- 
at a disadvantage with the Lancashire or Japanese Manufacturers and if we are 
to compete with them on equal terms then this duty should be removed. As regards 
fuel and Power there is a tendency on the part of the Governments to nationalise 
these source of Power. The aim of such nationalisation should be to provide Power 
at the cheapest possible rates to the development of Industries and there should 
not be made into revenue making organisations which they can tap in at will, 
to make up their revenue deficits. Any such move will discourage the growth of 
industries in India. 

There is also a tendency in India to produce on the part of the Agriculturist 
un-controlled commodities in preference to the controlled commodities because of 
the higher prices that they are able to get in spite of the fact that the land may not be 
suitable to that particular commodity. The Government should fix the prices of 
commodities in such way that the Agriculturist will be inclined to grow essential 
crops like Cotton and Food e he., rather unnecessary item. 

(g) Availability of raw material , fuel and power; 

All possible facilities should bo provided for our technicians to be trained 
wherever possible and simultaneously Technical and Research Institutes should be 
started within the country for the furtherance of technical knowledge and help of 
foreign Technicians should be sought in the initial stages if necessary. 

(h) Supply of skilled and unskilled labour; 

It is a well known fact that production per manhour in India is lower than in 
any other Industrial country and it is most essential for industries that the scale 
and ability of our labour forces should be increased greatly if we are to stand 
on a par with other industrial nations. In order to achieving this, Training 
Schools should be started wherever possible with the cooperation and support 
of the various industries on the one side and techinical institutions on the other. 
Further, we feel that so long as labour is not prepared to cooperate with the 
schemes of rationalisation in order to increase production per manhour and 
ultimately the standard of living for labour itself and reducing the cost of production, 
any number of efficiency schemes on the part of the Government or the Industry 
is not likely to be fruitful. 

(i) Efficiency of labour. 

Answer to the above will help us to increase the Labour forces. 

Question. 7 — (a) Please give a broad analysis of the present positon of small-scale and' 
cottage industries in the economy of this country. . 

There has been attempt on the part of the Provincial Governments to foster 
certain uneconomical Cottage Industries such as Khadi Scheme of the Madras 
Government at the expense of the Public Tax-payer. While we are of the view that 
Cottage Inudstries of a specialised nature such as Ivory Crafiing, Embroidery Craft, 
Weaving and others for which India has been traditionally famous, should continue- 
and should be encouraged and we are definitely against the fostering of uneconomical 
and inefficient forms of manufacture which could be better done by machinery. 

(b) What should be the relations between :— 

(*) small-scale and cottage industries and agriculture and (ii) small-scale 
and cottage industries and large-scale industries ? 
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1. To supplement Agriculture, the Cottage Industries that are started should he 
in some way allied to the main vocation and must supplement it. For example, 
Beekeeping, Animal Husbandry, Diary Farming should be given preference to 
hand-spinning or hand-weaving. 

2. The large-scale industries and small-scale industries should supplement 
each other and it should be the policy of the Government to see that there is no 
clash of interest between these two. 

Question S.—Do you think small-scale and cottage industries have a significant rile 
to play in the economic development of our coun ry (a) un'der preseni 
circumstances and ( b) in the long runt 

Section A (ii) 

Question 9.—Please enumerate the samll-scale and cottage industries which you would 
like to develop — 

(a) as subsidiary to agriculture; 

( b) as supplementary to large-scale industries; 

(c) as other independent units of production. 

Question 10.—Which cottage industries you consider specially suited for export 
purposes ? 

Question 11.—Do you consider that protection to large scale industries has in any way 
affected small-scale and cottage industries ? If so, please state how and 
what extent they have been so affected. 

Question 12.—What in your view are the main handicaps from which small-scale and 
cottage industries suffer at present ? What steps would you recommend 
for the removal of these handicaps—particularly with regard to — 

(a) the supply of raw material; 

(b) supply of technical skill; 

(c) their technique of manufacture; 

(d) their structure and organisation; 

( e ) supply of finance; 

(/) marketing facility; 

(g) any other form of assistance; and 

(h) possible competition with large scale industries ? 

Question IS.—What steps should be taken to ensure that the interests of small-scale 
and cottage industries are safeguarded, when trade agreements 
with foreign countries are negotiated ? 

We are of the opinion that small-scale and Cottage Industries have an impor¬ 
tant role to play in the economic development of our country but they should be 
confined to certain specialised trades and handicrafts where individual skill and design 
and artistry, are far more important than mass production. Since India has been 
traditionally famous in these respects, they should be developed from the point of 
veiw of not only internal consumption but exports. The Government should give 
all possible help to the development of such industries and we are of the view that 
these can best be developed on the basis of rural cooperative societies. 

If it is the intention of the Government to give encouragement to 
'Cottage Industries, then they should give facilities for conversion of present Hand- 
looms to Power Looms, wherever possible through Industrial Cooperatives. 
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Section B 

Question 14.—The Fiscal Commission appointed by the Government of India in 1921 
recommended “that discrimination should be exercised in the selection 
of industries for protection, and in the degree of protection afforded, so 
as to make the inevitable burden on the community as light as is consistent 
with the due development of industries”. On the strength of this basic 
principle the Commission decided that an industry seeking protection or 
assistance should satisfy three conditions enumerated in paragraph l of the 
note. Besides tariff protection the Commission recommended clso cer¬ 
tain non-fiscal measures. Are you satisfied that the policy recc mmen- 
ded by the Commission was fully implemented between 192^-1939 ? 
If not, please enumerate the main deviations from the policy ? 

We are of the view that the policy recommended by the Fiscal Commission, 
was not fully implemented between the years 1923-39; for example, we would like to 
cite the Indo-Japanese Convention which prevented tariff being imposed on ab¬ 
normal low price Japanese goods being imported into India. We would like to stress 
the view that for future guidance no convention should he made by the Govern¬ 
ment which goes against the spirit of the policy that has been laid down. 

Question 15.—Do you find any defects in the working of this policy'! If so, please 
give details with suitable examples. 

Refer above. 

•Question 16.—Do you agree with the specific conditions laid down by the Commission 
that normally protection should be accorded to an industry only if the con¬ 
ditions referred to in Question 14 are satisfied ? 

We are of the view that the specific conditions laid down by the Commission can 
be satisfied by very few industries with the result that very few of them could 
•claim protection in the context of today and in view of the need for rapid Industriali¬ 
sation of India, we are of the view that the Tariff Policy pursued by the Government 
should be such as to give the utmost encouragement to local industries. In order to 
■achieve this, we would suggest that the only conditions for protection should be as 
to whether such an industry could develop in India in the National interest or not. 

•Question 17.—Do you consider that the “supplementary measures” for the protection 
of and assistance to industries as recommended by the Commission in 
Chapter VIII of their Report were adequate and well conceived ? 

We consider that the supplementary measures for protection and assitance to 
Industries were well conceived. But we would like to point out that indiscriminate 
imposition of Excise Duty and Salestax by the Provincial and Central Governments 
are serious burdens on the Industries. 

<Question 18.—In a Resolution passed in the Central Legislative Assembly on the 16th 
February 1923, the principle of discriminating protection was accepted 
as the basis of Government policy subject to the following g- r-rr quali¬ 
fications :— 

{a) that the principle should be applied with due regard to the well being of the 
community and to the safeguards mentioned in Q. 14. 

{b) that in the application of this principle regard must be had to the financial need 
of the country, and to the then dependence of the Government of India 
on import, export and excise duties for a large part of its revenue. 

To what extent, if any do you think these qualifications affected the working of 
the policy of discriminating protection between the years 1923 and 1939 ? 
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Please give your comments if possible, separately fcr the following sub¬ 
periods; (ii) 1910-34 (Hi) 1935-39. 

The policy of the Government in the past has been to use tariffs more for collec¬ 
tion of revenue than for the protection of indegenous industries. We are of the view 
that tariffs should be used to protect and to develop national industries and this will 
ultimately yield greater revenue to the Government than by the short sighted-policy 
for using tariffs for revenue only. 

Question 19.—The changes set out in paragraph 4 of the note were made in the principle 
of discriminating protection in 1945 when the interim Tariff Board was 
established. What are your views on those deviations from the original 
policy as laid down in the Indian Fiscal Commission’s Report ? 

The deviation from the discriminating protection are an improvement on the 
original policy as laid down by the Fiscal Commission particularly clause 2(6) which 
says that protection should be given to Industry if it was found to be in the national 
interest. 

Question 20.-—-4re you satisfied that this policy of 1945 is being fully implemented. 

If not, please indicate where, in your opinion, the defects in implementa¬ 
tion lie. 

It is being implemented. 

Section C. 

Question 21 .— Would you aternpt a broad analysis of the effects of the actual policy 
pursued by the Government of the day on the growth and development of 
our major industries under the following heads. 

(a) Capital invested in the industry (paid up). 

(b) Rated, capacity. 

(c) Output. 

(d) Employment of labour (Technical cfc non-technical). 

(e) Wage bill (technical <tr non-technical). 

(/) Earnings of management. 

(g) Profits earned and distributed. 

(h) Ex-works price and retail price 1 

Question 22 .— Would you make a detailed analysis on the above lines particularly 
in respect of the following industries 

( i ) Iron and Steel (ii) Cotton Textiles (Hi) Sugar (iv) Paper ( v ) Matches ? 

Please give your answer for the following periods. 

(а) at the time when protection was given. 

(б) in 1938-39; 

(c) in 1948-49. 

Question 23. — (a) Please indicate the significant features, if any in the structure and 
organisations of the protected and assisted industries with respect to : 

( i) the size of the units ; (ii) their location (in) the development of combinations» 
horizontal or vertical; (iv) the developments of ancillary industries and 
( v ) any other aspect that you may consider it necessary to mention ; 

(6) Do you think that the form or manner in which protection or assistance has been 
given to these industries has had anything to do with these features~ 
Which of these features are in the interests of our economy and which are 
undesirable. ? 



407 


Question 24—If you consider that the undersirable features mentioned, if any, were 
due to any defects of deficiencies in the control exercised by Government 
over the protected or assisted industries phase point out such defects or 
deficincies. 

Question 25.—To what extent has the protection or assistance afforded to an industry 
resulted in -— 

( i) its progressive mechnization; 

(ii) the introduction of new econmies and other technical improvements; and 

(Hi) the optimum utilisation of indigenous raw material and bye-products ? 

Please illustrate with examples drawn from your knowledge or experience. 
Question 26.—Has the protection or assistance received by our industries induced any 
substantial increase in the supply of :— 

(a) technical personnel required by the industries: ( b) skilled labour (c) Semi-skilled 

. labour (d) a stabilized industrial labour for cel 

Question 21 to 26.—Facts and figueres have been sent by the individual units of our 
Association to the Fiscal Commission. 

Question 27.—To what exent, if any has industrial research been intiated and fostered 
by the protected and assisted industries ? 

As far as the Textile Industry in the South is concerned, a beginning has been 
made with the Cotton Textile Fund. It is proposed to establish a Research Ins¬ 
titute in Coimbatore to which the Industry and the Government will both make con¬ 
tributions and it is hoped that this Institute will start functioning in the near future. 
Question 28.—Do you consider that the revenue tariffs imposed in the past have had 
any apreciable effect on the growth and development of our industries 
and the course of our export and import traded If so, would you illus¬ 
trate your finding with some examples drawn from the trade or industry 
of which you have knowledge or experienced 

Except in the case of Japanese low priced articles when they were being dumped 
in India at below cost the imposition of revenue tariffs in the past have not had any 
appreciable effect on the growth and development of our Industries or on the course 
of our export and import trade. 

Question 29. — (a) What were the broad effect of the tariff policy pursued by Govern¬ 
ment between 1923 and 1939 on the volume character and geographical 
distribution of our (i) import and (ii) export traded 

(b) To what extent was the relative importance of our demestic and foreign trade 
affected by this policy duing this periodd 

Question 30.—Do you think that the development of any protected industries was ham¬ 
pered by the policies pursued or the measures adopted by Government 
with regard to matters other than protection d Please give examples. 

Question 31.—What in your assessment is the relative importance of the main changes 
in the pattern of our foreign trade which have taken place in the periods :■— 

(a) 1939-45 (b) 1946-49 d 

Question 32.—Would you briefly analyse the effects of the (a) legislative and (b) 
administrative measures relating to the control and regulation of 
our foreign trade which Government have had to adopt during these 
periods on. — (a) our import & export tarde ( b ) the growth & develop¬ 
ment of our industries. 

During the period 1939-45 the volume as well as value of our exports of either 
wholly or partly manufactured goods increased as a result of the war, correspondingly 
our export of raw materials declined during the same period. The result of this 
has been the accumulation of Sterling Balances in favour of India. 
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32 (6). At the end of the War, because of lack of many types of imported goods 
which India could not procure during the war years, the Government of India allowed 
the import of many items of consumer goods as well as machinery to be imported 
more or less freely during this period. The net result has been that India today 
is partly an exporter of manufactured goods and an importer of certain raw materials. 

As far as the Textile Industry is concerned owing to the controls exercised by the 
Government during the War years and prohibition of exports until recently, we have 
lost valuable markets in Ceylon, Burma and other places. It has been a welcome- 
feature to note the Government have now revised their policy to a certain extent 
and are encouraging exports. 

Question 33.—To what extent have these changes affected the fundamental premises 
on which the recommendations of the Indian Fiscal Commission 1921-22' 
were based ? Please illustrate your reply with examples drawn from 
the rode or industries with which you may be concerned or about which 
you may possess adequate knowledge. 

Since the War, local Governments have used the powers given them under the 
Industrial Disputes Act drastically to increase labour costs and have also taken 
powers under various Provincial Acts to fix maximum and minimum prices for 
raw materials. In the case of sugarcane in particular the fixation of minimum cane 
prices under the Provincial Cane Acts can be used by Provincial Governments 
to give growers an undue benefit and thus nullify the effects of protection. 

Question 3d.—In the light of your analysis and appreciation what is the relative impor¬ 
tance you would attach under present day conditions to governmental 
measures for the promotion of our trade and industry which may be 
broadly classified under the following heads : 

(a) Fiscal measures: ( b ) Non-fiscal measures ? 

It would be difficult to assess the value of the relative importance of Fiscal and 
non-fiscal measures regarding the development of Industries. But what is essential 
is that there should be co-ordination between these two policies in order to industria¬ 
lise the country rapidly. But what we notice today is not only the lack of coordi¬ 
nation between the measures adopted in these two respects but what is done by the 
Centre is offset by the Provincial Governments. A glaring example of this discre¬ 
pancy is the multiple incidence of salestax even on commodities for which the con¬ 
trolled prices have been fixed by the Centre. 

Question 35.—Would you indicate the extent to which an appropriate tariff policy ' 
can further our foreign trade and assist in the development of cur indus¬ 
tries l 

It would be difficult to assess the exact extent to which an appropriate tariff 
policy can further our foreign trade and assessed in the development to Industries. 
But we can say that an appropriate tariff policy coupled with other non-fiscal 
measures can greatly assist in the development of Industries. 

Question 36.—What in your judgement, should be the objectives of tariff policy in the 
short period ? 

The objecties of the tariff policy during the period should he as follows :— 

1. To increase production both Agricultural and Industrial by all possible means. 

2. To protect and develop those industries that have come into existence and 
supplied our essential needs during the difficult period of war. 

3. To help those Industries which can advantageously export so as to be able to 
earn Foreign Exchange. 
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Question 37.—The minority report of the Indian Fiscal Commission 1921-22 expressed 
the view that there should he an unqualified pronouncement that the 
fiscal policy best suited for India is protection. Do you agree with this ? 

Yes. 

Question 38.—If so, what principles and conditions, would you lay down for regulating 
the grant of protection or assistance ? 

The only principle that should be followed for regulating the grant of protection 
is whether the development of a particular industry is in the National Interest. 

Question 39.—Would you in the application of the formula or principles if any, or 
in the administration of the policy in general, like special consideration or 
priority to be given to any particular classes of industry l If so, please 
name the classes. 

Bearing the above mentioned principle in mind each industry or class of industry 
should be treated separately on its merits. 

Question 40.—Do you agree with the view that the grant of protection should not be 
confined to infant industries, but should be considered if necessary even 
before an industry is established or when proposals for its establish¬ 
ment are under consideration' 1 . 

The criterion of any protection should be as we have mentioned before, whether 
the Industry should be established in the National interest. 

Question 41.—Please indicate your views on the various alternative methods of 

protection e.g., (i) protective import duty, (ii) bounty or subsidey ; 
(in) system of pool prices e.g., the aluminium price pool which was in 
force till recently ; (iv) quantitative restriction of imports based on a 
guaranteed market for at least a percentage of domestic production 
(when such quantitative restrictions can be imposed without conflict, 
with pre-existing agreements or commitments )? 

(b) Which of these methods should be the normal method' 1 . 

(c) Would you like the appropriate methods to be determined in each case on its 

merits 1 If so, what are the conditions you would like to bear in mind in. 
selecting the method of protection' 1 . 

It should be the duty of the Tariff Board to examine industry individually and to 
decide on the most appropriate form of protection. But wo are against any system 
of pool prices as they are unsuitable to the conditions of free market and competition, 
The condition to be determined in selecting the most appropriate method of protec. 
tion should be the good of the consumer and the development of the Industry on 
sound lines. 

Question 42.—What should be the Government’s policy and procedure where the situa¬ 
tion calls for only safeguarding or antidumping measures, as distinct 
from substantive protection, whether for small scale or large scale 
industries1 

Where the situation calls for safeguarding against dumping either a quantitative 
restriction or a quota system should be resorted to. 

Question 43(a).—What place would you assign to export duties in the tariff system in 
the future ? 

(b) Would you advocate export control by duties or otherwise) for the purpose 
of-.— 

We do not favour the imposition of export duties as they are likely to restrict, 
our export trade and ultimately reduce production. 

(b) As regards export of manufactured goods, we would like to po 4 nt out that, 
since Devaluation, Indian Textiles are the cheapest in the World Market and the 
Government should take this advantage and allow Mills to export and also to charge, 
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prices comparable to those of World level without any restriction. At present there 
is restriction on Mills in as much as they can only sell their goods at 8% over the 
ceiling rates fixed by the Government through a dealer or 10% directly to 
the foreign country. This restriction should be removed so as to enable the Mills to 
exploit the foreign markets and to earn valuable Foreign Exchange. This is parti¬ 
cularly so when we have to pay very high prices for our raw materials from outside 
which are uncontrolled. 

( i ) safeguarding the domestic consumer against critical shortages : 

Yes. 

(ii) Conserving domestic supplies of raw materials for utilisation by domestic 

industries' 1 . 

Yes. We would suggest that quantitative restrictions should be imposed so as 
to ensure that raw materials which are in short supply in India itself are not exported 
in any way. 

Question 44.—What fiscal measures, if any, would you recommend to enable an estab¬ 
lished industry to maintain its exports' 1 . 

If it is found to be in the national interest to encourage exports in a particular 
Industry the Government should give all possible stimulus to such an undertaking 
such as concessions in freight, a relief in taxation on profits earned abroad and 
as a last resort, subsidies. They should also make available stores, raw material 
etc., at the lowest possible cost. 

Question 45.—Have you any comments on the method, by which the Tariff Board at 
present fixes the quantum cf protection (the methods of comparing the 
fair selling price of the domestic product with the landed cost of the 
imported porduct)' 1 . 

We are in general agreement of the present method of comparing fair selling 
prices of the domestic product with the landed product but in arriving at the fair 
selling price of the domestic product due allowance should be made for the 
freight differences within India itself and also to the fact that some units 
through no fault of their own may not be as efficient as others within India itself. 

Question 40.—Would you recommend variations in duties to meet variations in import 
costs ? 

Question 47.—Where protection is to be given by tariffs, what are the considerations 
fwhich you think should govern the choice between the various alternative 
forms of duty such as specific ad valorem compounds etc., 

46 and 47.—Wo are of the view that preference should be given to specific 
duties. 

Question 48.—What do you think of the utility and practicability of tariff quotas' 1 . 

Careful consideration should ho given to the quantity of the indigenous manu¬ 
facturers before making use of tariff quotas. 

Question 49 .— Would you like a minimum or a maximum duration to be laid down 
for protective measures' 1 . 

A minimum duration should be laid down for any protective measures and 
not the maximum one. The duration itself should vary with the Industry concerned 
and should be sufficient that the Industry to compete on equal terms with foreign 
manufacturers before protection is lifted. 

Question 50. — Are you satisfied with the existing system of revenue tariff classifitationl 
If not, .what are its defects and what changes would you suggests Can me 
existing system be so modified as to reduce the burden on the consumer 
without any appreciable loss of revenue to the public exchequer ? 

We are of the view that the present system of Revenue classification needs a 
complete revision as many materials which were not previously regarded as materials 
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for Industrial use are now recognised as such and individual industries should be 
taken into consideration in such a revision. 

Question 51.— Having regard to: — 

(a) the future structure of our foreign trade. 

(b) the anticipations relating to the course of international trade (underlying the 

Havana Charter on Trade and Employment) and (c) the broad lines 
of our Industrial Policy as laid down in the Statement of the sixth April 
1948, would you attempt a formulation of the objectives of our long-term 
fiscal policy ? 

The objectives of our long term fiscal policy should be :— 

1. Development of the natural resources of the country through rapid Indus¬ 
trialisation. 

2. Attainment of self-sufficiency in the basic requirements of food and clothing 

3. The increase in the volume of export and import trade. 

Question 52. —In order to facilitate the objectives of our fiscal policy, do you think it 
would be necessary for Government or quasi-Govemment institutions to 
participate in foreign trade (a) in the short period and (b) in the long: 
runt 

We wish to state, we are against participation by Government or Quasi-Govem¬ 
ment institutions in any form of foreign trade. We should like to cite an example 
of the failure of attempts by the Central Government to purchase Yam and Cloth 
from the Indian Mills for sale in Pakistan the amounts relating to which are still pend¬ 
ing and in many cases the Government have requested the Mills concerned to take 
back the bales. Such confusion would not have taken place if the trade has been 
left to the usual trade channels. 

Another example is the purchase of Sudan Cotton by the Government which 
was supplied to the Mills at an abnormal price and afterwards this cotton was not 
found useful to spin 60s and Mills lost heavily on this account. 

But as an alternative to Government Trade, a very efficient method would be- 
for the Industry to purchase on a Cooperative basis from other countries its- 
requirements of raw materials and stores so that ultimately cheapness will result. 

Question 53. —If your answer to the above question is in the affirmative what form of 
Government or quasi-Govemment organisations would you recommend' 1 . 
What would be the limits to their activities, and what conditions if any y 
would you impose on their functions ? 

It does not arise. 

Section E 

Question 54.— The Indian Fiscal Commission of 1921-22 suggested several supple¬ 
mentary measures as an aid to the tariff policy which they had recommen¬ 
ded. Would you enumerate the non-fiscal measures that Government 
should now adopt in furtherance of any approved fiscal policy both 
(a) in the short period and (b) in the long period ? 

Question 55. —In pdrticular have you any special suggestions to make as to how Go¬ 
vernment could facilitate :— 

(a) the supply of essential industrial raw materials where these are not readily,> 

available in the country; 

(b) the supply of essential plant and machinery; 

(c) the supply of cheap fuel or power; 

3 of M, of Com. 
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(d) the 'provision of cheap, adequate and quick transport both for the movement of 

raw and semi processed materials and their finished products, made 
available under a scheme of rationalized freight structure; 

( e) the supply of technical personnel of different grades ; 

(/) the supply of technical information about industrial methods and processes; 

( g ) the supply of industrial finance, both for use as block and as working capital ? 

54 & 55. We are in general agreement with all the non-fiscal measures 
suggested therein. 

Question 56.— How and to what extent could the trade and industry co-operate with 
Government in the provision of such facilities. ? 

Question 57. —Do you think any special types of organisation would be necessary ( a) 
to secure, this cooperation between industry and trade and (b) to provide for 
the orderly supply of the facilities enumerated in Q. 55 or for the 
supply of such other facilities as may be considered necessary. ? 

56 & 57. In'order to facilitate greater cooperation between the Industry on the 
one side and the Government on the other, Trade and Industry should be given pro¬ 
tected seats in the Provincial and Central Legislature. 

Question 58. —What are your general views on the subject of Imperial Preference — 
particularly in the light of the principles underlying the general Agree¬ 
ment on Tariffs and Trade and the Havana Charter on World Trade 
and Employment 1 . 

Question 59. —The Indian Fiscal Commission of 1921-22 recommended that, if the. 

policy of Imperial Preference was adopted on the lines indicated in their 
Report, its application should be governed by the following principles :— 

(a) that no preference should be granted on any article without the approval of 

the Legislature; 

(b) that no preference given in any way should diminish, the protection required 

by Indian industries; 

(c) that preference should not involve on balance any appreciable economic loss to 

India. 

On the assumption that the scheme of Imperial Preference is continued, would you 
consider the above principles adequate ? If not, would you formulate a 
comprehensive set of principles that may be applicable to the circum¬ 
stances of the presents 

58 & 59.'—In view of the altered relationship between India and the other Com¬ 
monwealth countries the principle of preference should be judged individually on 
its merits and use it to our advantage in the formulative period of our Industries. 
But it is desirable to retain the freedom of having preferential tariff where it is neces¬ 
sary, if thereby the country’s trade would benefit. 

Question 60. Would you make a broad analysis of the effects of the preferences granted 
and received by India and U.K. respectively under Indo-British Trade 
agreement of 1939, as modified by the provisions of the General Agreement 
on Tariffs and Trade under the following heads. 

(a) Expansion of trade ; 

(b) Customs revenues; 

Question 61.— Please attempt a similar analysis in respect of the trade between India 
on the one hand and the other Commonwealth countries and the British 
Colonies on the other. 
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Question 62.— In what direction and to what extent do you think the preferences on 
imports into India have affected the burden on the Indian consumer' 1 . 
Gould you attempt a quantitative assessment with reference to some 
major preferred imports ? 

Question 63.— Is it possible to make a similar estimate of the extent to which our exports 
have expanded as a result of the preferences received by us in the U.K. 
the Dominions and the other British territories' 1 . 

60 to 63. In view of the abnormal Wartime conditions and inflated prices it is 
difficult to make any conclusions. 

Question 64.— Apart from the economic advantages that may be derived from these 
mutual preferences, do you think that they confer any bargaining strength 
on India vis-a-vis (a) the United Kingdom and other Commonwealth 
countries and (b) non-commonwealth countries ? If so, please illustrate 
your answer with some examples. 

Question 66.—(i) In the light of your replies to the above questions would you formulate 
your views on the desirability of continuing the existing system of pre¬ 
ferences between (a) India and the United Kingdom (b) India and the 
other Dominions and ( c ) India and the other British territories ? 

(ii) If you are not in favour of continuing the existing system what modifica¬ 
tions would you suggest? 

64 & 65. In view of the Devaluation of currencies the whole question of Im¬ 
perial Preference should be completely re-examined. 

Section G 

Question 66.— (a) Do you consider that industries receiving protection or assistance 
from Government owe a special obligation to the rest of the community 
as regards the manner in winch they render their services' 1 . 

(b) If so, please state your views as to these obligations under the following heads : 

(I) price policy and price structure ; 

(ii) wages and conditions of labour; 

(Hi) adoption of technological improvements; 

(iv) initiation of research in the technique of production and distribution; 

(v) training of apprentices and Government scholars and stipendiaries ; 

(vi) control over the distribution of the products of protected industries in certain 

contingencies. 

(a) Yes. (b) (i) If the tariffs have been assessed correctly and fixed and the 
mports on that basis are allowed freely it will work as a corrective against any 
irofiteering. 

(ii) We fully recognise that with the progressive development of industries 
here should be a gradual improvement in the living conditions of labour and in their 
welfare. In this connection there already exist the Indian Factories Act 1934 
ifeguarding the interests of labour, supplemented by recent Central and Provincial 
sgislative enactments in the form of the the Industrial Relations Act, Minimum 
Pages Act, Employees’ State Insurance Act, etc. Besides it is also contemplated 
) enact legislation for Fair Wages. In as much as all these legislative measures 
ill apply to the whole field of industries, we are of the view that no special legisla- 
on is necessary for safeguarding interests of labour in protected industries. 

3, 4 & 5. It should be the policy of the Government to make technical im- 
•ovements available to the various industries so that they can reduce the cost of 
oduction which ultimately result in the removal of protection. 



414 


6. It should be dealt with as and when contingencies arise. But control 
should only be resorted in times of grave shortage and emergency. 

Question 67. — (a) Is it necessary to stipulate that no protected or assisted industry should 
engage in any restrictive practice in respect of ( i) production , (ii) distri¬ 
bution or (Hi) prices ? 

(6) What general principles would you suggest to regulate the right of association or 
combination of the different units in a protected or assisted industry ? 

Industries receiving protection or assistance should be discouraged from form¬ 
ing combines or from resorting to any deliberate curtailment of production or in¬ 
crease of prices. 

(b) It is impossible to lay down conditions beforehand nor it is necessary. 

Question 68. — Would you lay down any conditions regarding the financial structure of 
the industries receiving protection ? 

It will be difficult to lay down conditions regarding the financial protections. 
Question 69. —(a) Are you satisfied with the present arrangements for the standardiza¬ 
tion and control of the quality of industrial products' 1 . In particular, 
do you think that any special arrangements for the control of quality of 
the products of protected and assisted industries are necessary' 1 . 

(b) If so, would you impose this duty on the protected or assisted industries through 

such special organization as they may set up with the approval of Govern¬ 
ment or would you set up any special institutions outside these industries ? 

(c) What in your view shoidd be the str ucture and functions of such organisations 

or institutions ? Should they be professionally expert bodies or be com¬ 
posed of representatives of the different interests concerned ? 

We would suggest the fixation of certain minimum standards of quality parti¬ 
cularly for the goods that are to be exported. With any Body that may be set up 
in order to establish and to maintain these standards of quality the Industry con¬ 
cerned should be fully associated. 

Question 70.—Lo you think that the obligations should be embodied in the relevant 
statues dealing with protected or assisted industries or be left lo be pres¬ 
cribed by the tariff-making machinery on an ad hoc basis, in each indi¬ 
vidual cases of an industry seeking protection or assistance ? 

Any applications should be left to the tariff making machinery on an ad hoc basis- 
in each individual cases. 

Question 71. — (a) Do you consider that any special administrative machinery is neces¬ 
sary to ensure that these obligations of protected and assisted industries are 
duly discharged' 1 . If so, what form of administrative machinery would 
you suggest ? 

(b) Or, would you prefer that this function should be entrusted to a special wing 

of the tariff-making machinery or of any other existing organization ? 

(c) Or, do you think that it will be necessary or desirable for Government to be 

represented on the management of protected or assisted industries in order 
to ensure that these obligations are carried out in the spirit in which they 
are conceived l 

(a) & (6) We do not consider that any special administrative machinery is 

necessary to ensure that the obligations ofprotected and assisted industries are duly 
discharged. The Tariff Board should be able to watch the progress made by industries 
Which have been grantedproteetion and review periodically on suitable recommenda¬ 
tions. 

(c) It is not desirable for the Government to be represented on the management 
of protected or assisted industries. 
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Section H 

72. —In the light of your replies do you consider that the existing administra¬ 
tive organisations will be adequate to deal with the problems of imple¬ 
mentation that may arise out of Government’s acceptance of a compre¬ 
hensive policy as regards (i) fiscal measures and (ii) non-fiscal measures ? 

73. —If not, what organisational changes would you propose in the existing 
machinery of Government dealing with these subjects ? 

74. —(a) It has been suggested that it might be necessary to set up one compre¬ 
hensive organisation (partaking of the nature of a Trade and Industrial 
Planning Commission) subdivided into suitable branches to deal with the 
planning and execution of various measures, relating to ( i ) tariffs, (ii) 
other fiscal measures and (in) non-fiscal measures, etc. Do you agree 
with this view ? 

(b) If so, would you indicate the type or organizational chart that you have in 
mindl 

Question 75. — (a) Alternatively would you prefer a series of specialised organisations 
dealing with these particular subjects ? 

(b) If so, how would you correlate the functions of these administrative organisa¬ 
tions ? 

Question 76.—As a f urther alternative would you favour only one Technical Organisa¬ 
tion dealing with Tariffs leaving the other subjects to be dealt with by the 
different Ministries concerned more or less in the manner followed a 
present ? 

Question 77.—Whatever may be the structure of the planning and coordinating machinery 
that you may favour, do you agree that a specialised organisation for 
tariff purposes is essential to the implementation of a scientific tariff 
policy ? 

72 to 77. We think that the present machinery for the implementation of a 
comprehensive policy as regards fiscal as well as non-fiscal measures to be insuffi¬ 
cient and that appropriate machinery should be set up not only for the coordina¬ 
tion of these two measures but also for the coordination between the policies of the 
Central and the various Provincial Governments. We would also suggest that the 
Tariff Board should have adequate technical assistance in coming to their decisions 
on the protection of industries. 

Question 18.—If so, would you agree with the recommendations of the Indian Fiscal 
Commission of 1921-22 that the Tariff Board or the Tariff Commission 
should be : 

(i) a permanent body of high standing, 

(ii) consisting of members who are of high ability, integrity and impartiality 

preferably with a knowledge of economics and a practial acquaintance 
with business affairs ? 

Have you got any other views on the status and structure of an appropriate Tariff 
Board or Commission. 

Yes. 

Question 79.—What in your view, are the appropriate functions of a Tariff Board ? 

Do you agree with the recommendations of the Indian Fiscal Commission 
of 1921-22 on this subject ? 

Question 80 —Do you consider that the existing functions of the present Indian Tariff 
Board as laid down in the Government of India Resolutions of November 
3, 1945, November 26, 1947, and August 6,1948 {summarised in the note 
to Section B) are adequate ? If not, what changes would you suggest l 


Question 

Question 

Question 
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79/80. The existing functions as laid down by the Government on 3-11-1945,. 
26-11-1947 and 6-8-1948 are adequate. 

Question 81. — (a) Do you consider that the present structure and organisation of the 
Tariff Board are adequate for the discharge of the duties entrusted to it ? 

(b) If not, what structural or organisational changes would you propose! 

The present structure and organisation of the Tariff Board are adequate. 

Question 82.—Do you think that the present procedure under which an industry's fit¬ 
ness for protection is considered only on application by that industry is 
sound ? If not, how would you like it to be modified ? 

Yes. 

Question 83.—In any case, should the pressent procedure be modified so far as small 
and unorganised industries are concerned ? If so, in what direction ? 

No. 

Question 84.—Where the procedure provides for an application for protection, shoutd 
the application be addressed to Government or to the Tariff Board ? 

In view of the delay caused by applying to the Government and the Government 
after satisfying themselves that there is a prima facie case before recommending 
to the Tariff Board applications should be received directly by the Tariff Board 
and if they feel that there is a prima facie case then they should take up the question 
of protection. 

Question 85.—What modifications would you suggest in the present procedure to 
make it more expeditious ? 

Refer answer above. 

Question 86.—Have you any improvements to suggest in the Tariff Board's present 
working methods (including the procedure for public hearings) ? 

No comment. 

Question 87.—Do you consider that the Tariff Board’s recommendations should normally 
be accepted by Government and implemented by it ? 

Question 88. — (a) Having regard to the nature of the duties and functions entrusted 
to the Tariff Board, do you consider that it should be placed on a statutory 
basis ? 

(6) If so, should the statute lay down only the composition and functions of the Tariff 
Board or also include the general principle governing tariff policy, the 
general procedure to be followed in tariff enquiries and the manner of 
enforcement of the obligations of protected or assisted industries ? 

(c) To what extent would such statutory provisions militate against flexibility, 1 
How could the possible risk of rigidity in procedure and administration 
implicit in statutory provisions, be either eliminated or reduced ? 

(a) Yes. The Tariff Board must be placed on a statutory basis. The 
statute should lay down the composition and functions of the Tariff Board, and the 
general principles governing Tariff Policy. But the general procedure to be followed 
in tariff enquiries and the manner of enforcement of the obligations of protected 
industries should be left to the decision of the Board itself. 

(c) The statutory provisions should be framed in such a way as to allow the 
maximum freedom to the tariff Board in their enquiry and no rigidity in procedure 
should be laid down. The Statute should also empower the Ministry to change the 
composition except the Chairman as often as is necessary for the particular industries 
that are under investigation subject to the members possessing the other qulifica- 
tions already laid down by Statute. 
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INDIAN NATIONAL SUGAR MILLS WORKERS’ FEDERATION, LUCKNOW 


Memorandum submitted to the Fiscal Commission, Government of India, on behalf 
of the Indian National Sugar Mill Workers Federation (Affiliated to the Indian 
National Trade Union Congress) by Dr. P. K. Choudhuri, Senior Vice- 
President. 

The rapid expansion of the sugar industry in India under the spoon-feeding 
of protective assistance is undoubtedly a matter of great significance for the coun¬ 
try’s industrial enterprise. In the year 1930-31 India had to import 9 Lakhs 
tons out of its 12 Lakhs tons of sugar consumed, 'whereas, in 1940, she, meeting 
her bare demands, started thinking of exports. The production of white sugar 
in India was only 1,20,000 tons in 1930-31. The tariff protection, besides creating 
a buffer wall for the industry against foreign competitions has guaranteed it on a 
basic working condition, a scheduled income of 10 per cent on the block capital 
(including taxes) for a factory of 750 tons having a crushing season of 100 days 
and a recovery of 9'5 per cent. From its most wretched condition in 1930-31 
the industry reached its maximum production of 12 Lakhs tons in 1943-44. So 
far as the percentage of recovery is concerned although for lack of scientific methods 
of farming and climatic conditions obtained in Java and other sugar producing 
countries of the Pacific Ocean Area the Indian Industry has yet failed to reach 
a recovery at par with those countries, it is undoubtedly a great success for the 
Industry to have reached a recovery as high as 10' 28 in 1942-43 and 10*02 in 1943- 
44 with a start of 8'89 per cent, immediately before the protection was given. 

Condition of wages : —Before the war the total wage for a sugar factory wor¬ 
ker was Rs. 7/5/- a month i.e. -/4/6 per day. It has gradually increased to Rs. 
1/13/9 per day in January, 1949. There has been a corresponding increase in the 
sugar price from Rs. 6/6/7 in 1936-37 against cane price at the rate of -/4/- per md. 
to Rs. 35/7/- in 1947-48 against cane price of Rs. 2/- and Rs. 29/7/- against cane 
price at Rs. 1/10/- in 1948-49. The present labour cost works out at about 10 per 
cent, of the sugar price. The cost of raw material is about 60 per cent, of the sugar 
price and the remaining 30 per cent is allocated in various heads such as cost of 
manufacturing including stores, depreciation, overhead charges, taxes and profits. 
Although no figures may possibly be availed on this score, the industry undoubtedly 
makes an appreciable saving in the manufacturing and labour allotted in the sugar 
price. In the year 1947-48 sugar price was fixed at Rs. 35/7/- per md. An additional 
income of Rs. 2/- per md. was allotted to the Industry in the sugar price over 
and above the scheduled profit of 10 per cent, on the block capital. That has 
fetched an extra income of about 5 Crores and 50 Lakhs of rupees to the Industry. 

From the rapid development of the Industry within the period from 1932-33 
to 1945-46 it is easy to appraise the total profits earned by it which made the in¬ 
vestment of such huge capitals possible. Moreover although it is not possible 
for us to place accurate figures, a peep into the accounts of the 130 sugar 
factories in India which have existed since 1934-35 will convince the Commission 
of our submission that most of these factories have already distributed a total 
dividend of 3 to 4 hundred per cents up-to-date. In the same way the total amount 
accounted for and realised as depreciation is apt to have reached a figure almost 
equal to the paid up capital of the Industry, if not at least to its 80 per cent. It 
is interesting to note that the owners of this Industry have, from the very start, 
lacked very hopelessly in wisdom and farsightness which are prerequisites for the 
economic soundness of an industry. They have behaved just like traders who 
care to purchase a commodity from one market of a city and to sell it at another 
market at a bargaining price. It is shocking to find that 80 per cent, of the 
sugar factories of India have accumulated no reserves to meet successfully 
slumps and crises. They stand at the sweet-will of the financing banks with whom 
they enter into a cash credit transaction. It is all the more shocking to find that 
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•while the amount realised from year to year as depreciation ought to have been 
kept reserved for the replacement of old machineries by new and up-to-date ones, 
this appears to have gradually disappeared perhaps in investments on some other 
units. 

Conditions of raw materials :—For the maximum efficiency and production 
every industry has to be rationalised. Rationalisation does not mean only stan¬ 
dardisation of the man-power. The standardisation of the machine-power as well 
as maximum availability of quality raw materials are also none the less essential. 
The sugar factory owners have long been raising a false cry of efficiency with a 
view to obtain permission from the Govt, to retrench man-power but they have 
been conspicuously inactive and indifferent towards the other two necessities of 
•efficiency and production which are up-to-date machineries and arrangements to 
secure quality of canes yielding maximum amount of sugar. Comparative over¬ 
loading of staffs is not so much injurious to the Industry as the shortcomings in 
•other two heads. The sugar mill owners of U.P., specially of the eastern districts 
now cry for shorter seasons which ultimately affects the average production of 
India as a whole but in spite of such high profits earned under the parental care of 
protection, the industry has not cared at all for the development of canes on scien¬ 
tific lines which Only could keep it alive. The immediate result of this indifference 
has been an abnormally shorter season in the eastern districts of U. P. and Bihar— 
otherwise India could by this time undoubtedly stabilise her production to 16 
millions tons per year. 

The sugar Industry is outstandingly ill-managed which not only affects its 
economy but also its efficiency. The expenses incurred on account of wages to 
workers are comparatively low whereas the overhead charges of supervision and 
management are too high. The salaries of the supervisory Officers range from Rs. 
•500/- to Rs. 3,000/- as generally against their academic qualifications and techni¬ 
cal efficiency which are not in keeping with the high remuneration given them. 
The obvious reason for this appears to be the undersirable and anti-social methods 
very often adopted by sugar factory owners which make it incumbent on them 
to provide personnel of less technical skill at high remuneration only to aid and 
•abet their corrupt practices. Really efficient technical personnel are essentially 
necessary for the enhancement of the efficiency of the industry. The remunera¬ 
tions of the Managing Agents or Managing Directors as salaries and also as commis¬ 
sion on sugar produced or sold and in certain cases as a specified fairly high percen¬ 
tage on the nett profit, take away the cream of the profit and leave comparatively 
less fair amount to be apportioned by the share-holders, workers and for floating 
the reserve fund. Rationalisation of the expenses of supervision and management 
is of essential importance and there should be scope for efficiency-—bonus to 
workers as an incentive for greater technical skill. Advance budgets of the pro¬ 
bable expenditure of various factories allocated in different heads of account and ap¬ 
proved by a permanent composite board of technical and economic experts are 
worth a trial. The plantation industry under European management has long 
been adopting this method. 

Attitude of the sugar mill owners and the Sugar Syndicate. —Although with the 
thriving of the industry and consequent multiplication of sugar factories all over 
the country specially in the U. P. and Bihar there has been an automatic expansion 
■of the area under cane cultivation, the mill owners have practically failed in their 
duty of developing quality canes and their intensive production, which only 
ean keep the industry alive. Moreover mal-practices have been not infrequently 
resorted to at the cost of the illeterate growers. Since the formation of the Indian 
Sugar Syndicate to organise and promote sale of sugar, utmost efforts have been 
made to keep the sugar rate at a high ebb. The monopoly and statutory recog¬ 
nition of the Syndicate, as the sole promoter of sales and fixation of basic prices, 
has very adversely affected the consumers’ interest as well. Moreover instances 
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are on record where the Syndicate as the guardian of the Industrialists, has tried 
to put coersive pressure on the Government on the fixation of sugar price at its con¬ 
venience and choice. The Syndicate has obviously tried to feed the vested interests 
of its constituents totally ignoring the greater interest of the country. It goes 
without any fear of contradiction that the recent freezing of stock by the Govern¬ 
ment was an emergency created by the millowners under the protection of the 
Syndicate due to abnormal bargains at the cost of the country. A regular tussel 
has yet been going on for the revision of the sugar price which, according to the 
Syndicate, ought to have been Rs. 30/4/- per md. The crushing season in the 
central and western districts of the United Provinces ought to have started by the 
third week of November at the latest owing to the large yield of sugar-cane in 
their area and the consequent necessity of crushing canes totally before it is incon¬ 
venient for excessive heat of the summer season to prolong the season beyond reason¬ 
able limits. The Syndicate has undoubtedly been at the back of these coersive ten¬ 
dencies of its constituents. So the logical conclusion drawn from this intentional 
dead-lock in the industry leads to the fact that the Syndicate has outlined its uti¬ 
lity and should be dissolved forthwith and an all-India sale’s organisation with an 
advisory committee composed of all interests should be formed to promote and 
regulate the sale of sugar. This organisation will have its branches in all sugar 
producing provinces and States’ Unions and push the sale and equitable distribution 
of sugar through consumers’ co-operative societies. 

Private Ownership vis-a-vis Nationalisation .—-The sugar industry has actually 
reached this stage at which nationalisation is easily practicable. The Indian National 
Trade Union Congress which has, in its fold, the vast majority of the sugar 
workers of India, feels bold to give its pledge of maximum working efficiency in 
case the Government decides to nationalise the industry. Majority of the sugar fac¬ 
tories of India have already given dividends to the extent of at least more than two 
hundred per cent. So in case of those factories whose dividends have already 
gone at par with the paid-up capital and the amount drawn on depreciation has 
been at par with the price of the machineries the question of paying compensa¬ 
tion should not arise. Others which have not yet reached that stage should be ade¬ 
quately compensated. 

We entertain a firm belief in the success of the industry under State owner¬ 
ship. It is then only that this premier industry of the country might stand on 
its own legs even without protective assistance after only a few years otherwise 
all attempts to stop capitalistic bungling will be abortive and spoon-feeding must 
have to be kept alive at all on behalf of the National Sugar Federation of the Indian 
National Trade Union Congress. We would appeal to the Commission to kindly 
submit its recommendation in favour of immediate nationalisation of the sugar 
industry. 

Claim of protective assistance :—The industry at this stage needs being given 
protective assistance for a maximum period of five years on the following condi¬ 
tions :— 

I. The extent of Government control should be determined by the technical 

personnel of the Tariff Board or any other committee suggested by 
it in case private ownership is allowed to continue. 

II. The factories should be located in areas ensuring maximum supply of 

quality canes and having easy transport facilities. 

III. Balancing of unbalanced plants. 

IV. Improvement of manufacture by the production and supply of deve¬ 

loped and fresh canes, using ultra-modem methods of processing 
with co-related modern units and shortening of the process ensuring 
total loss of sugar in cane not more than 2 per cent, and the quality 
not inferior to D27. 
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V. Purchase of canes through a single organisation i.e. cane ..co-operative 

societies. 

VI. Financial and technical control of the factories should he made with 

very strict scrutiny by the Government. 

VII. These five years of protection should spent in developing collective 

farms of canes with high fibres and high sucrose content and a mini¬ 
mum yield of 700 Mds. per acre. 

Vni. Intensive development of bye-produot industries such as paper and 
card-board factories from baggasse vitaminised confectioneries from 
sugar, east for animals and human consumption and road surfacing 
materials from molasses, fuel and manures from Press Cakes. 

IX. Development of good roads and their feeders for easy and quick trans¬ 
port of cane so that fresh canes may be available for crushing. 

Table showing the number of sugar factories in the United Provinces and India and the 
condition of production from 1931-32 — 1945-46 


Year 



No. of fac¬ 
tories in 
U. P. 

No. of fac¬ 
tories in 
India 

Sugar produced in 
U. p. 

Sugar produced in 
India 

Recovery 
in U.r. 

Keco-very 
in India 

1931-32 



14 

32 

73,000 Tons- 

1,58,781 Ton? 

8-59 

8.89 

1932-33 



33 

57 

1,40,000 Tons 

2,90,177 Tons 

8.53 

8.66 

1933-34 



60 

112 

2,74,000 Tons 

4,53,965 Tons 

9.08 

8.80 

1934-35 



65 

130 

3,16,000 Tons 

5,78.115 Tons 

8.56 

8.66 

1935-36 



67 

137 

5,30,000 Tons 

9,32,100 Tons 

9.3 

9.29 

1936-37 



68 

137 

6,09,000 Tons 

1,11,400 Tons 

6.65 

9.50 

1937-38 



68 

136 

5,31,000 Tons 

9,30,700 Tons 

6.18 

9.38 

1938-39 



69 

139 

3,20,000 Tons 

6,50,800 Tons 

6-14 

9.29- 

1939-40 



70 

145 

6,60,000 Tons 

12,41,700 Tons 

9.37 

9.45 

1940-41 



70 

148 

5,13,300 Tons 

10,65,400 Tons 

9.87 

9.70 

1941-42 



70 

150 

3,82,900 Tons 

7.78 100 Tons 

9.87 

9.69 

1942-43 



71 

150 

6,12,500 Tens 

10,70,700 Tons 

10.16 

10.28 

1943-44 



70 

151 

7,27.100 Tons 

12,16,400 Tons 

9.12 

10.02: 

1944- 45 

1945- 46 
1940-47 

1947- 48 

1948- 49 



67 

67 

144 

150 

5,28,900 Tons 
5,15,000 Tons 
5,25,800 Tons 
0,02,600 Tons 
5,31,370 l ons 

9,85,100 Tons 
12,00,000 Tons 

10.22 

10.09 

10.03 

9. 8 3 

9.98 

- 


Table showing per capita consumption of sugar in various countries of the world :— 


United Kingdom . . 



. 106 

lbs. per head 

U. S. A. 



. 97 


a 

a 

Brazil 



. 34 

a 

a 

a 

Australia 



. 116 

a 

a 

> t 

France 



. 52 

>i 

a 


Germany 



. 52 

a 

a 


Cuba 



. 88 

a 

a 


Java . ... 



. 11 

a 

a 


Japan 



. 33 

a 

a 


Union of South Africa . 



. 47 

a 

a 


India 



. 27 

a 

a 

„ (including 20 
lbs. gur) 


from the above table it is evident that the per capita consumption of sugar in- 
India is the poorest of all countries of the world only 7 per cent. So there ismuch 
scope yet for expansion of internal trade by diverting more canes to sugar Fac¬ 
tories which should be competent enough to make intensive productions. In 
striking contrast to this glaring prospects there is a gradual decline in cane yield 
in the most suitable cane growing areas of eastern U. P. and Bihar where about 
60 factories of the country are located. We hold the total indifference of the 
millowners towards development of canes in quality and quantity solely res¬ 
ponsible for this impending calamity in the Industry. They have been made after 
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begging high profits behind the shelter of protection without earning to purse the 
available source of raw materials. 

If we examine the percentage of cane used for different purposes in 1943-44 
we find that only 25 per cent, of the total cane produced in the country was utilised 
by the sugar factories as against 50 per cent, in manufacturing gur. This is not 
at all encouraging for the industry. It also means that no attempts have been 
made to grow quality and high fibres canes in sufficient quantities more suitable 
for sugar factories only, with the result that half of the cane of the country has 
been utilised in manufacturing gur. It also indicates that given proper attention 
to the development of quality canes, India could easily produce at least 2 millions 
tons of sugar. 

Lastly it is really a tragedy that in spite of India’s premier position among the 
sugar producing countries of the world and its great prospect for much higher pro¬ 
duction, sugar has been very scarce in the country and selling at a very abnormal 
price. The Govt, of India should conduct a searching enquiry to find out where 
sugar has gone. With the partition of India into two contiguous States and 
Pakistan’s refusal to purchase India sugar on the plea of high prices and its inade¬ 
quate import of sugar from foreign markets there are reasons to apprehend that 
much of our sugar has gone away through resourceful intermediaries at high 
bargains to the rural areas of Pakistan where sugar was almost a myth. To what 
extent the different sugar marketing organisations and the millowners are res¬ 
ponsible for this national tragedy the Government is to ascertain. 

We again emphasis on our appeal for the immediate nationalisation of the 
sugar industry which is really practicable and requires only boldness of the State 
for its materialisation otherwise this premier industry of the country will have its 
doom’s day in no distant future. 

THE C. P. AND BERAR MILLOWNERS’ ASSOCIATION, NAGPUR. 

I am directed by the Committee of the C. P. and Be/rar Millowners’ Associa¬ 
tion, Nagpur, to refer to the Commission’s letter No. l-Fis/A(5)/49, dated the 
25th June 1949 forwarding a copy of the questionnaire issued by the Commission 
and desiring the views of my Committee on the scope and purpose of the future 
fiscal policy in generally and specially their replies to the questions raised under 
different sections of the Questionnaire. 

2. At the outset, I am desired by my Committee to point out that although 
my Association is directly concerned with the affairs of the textile industry in this 
Province, in view of the fact that the future fiscal policy of the country is directly 
bound up with the general economic and agricultural development of the coun¬ 
try as a whole, their views are not therefore mainly concerned with the textile in¬ 
dustry but generally cover the entire sphere of the trade, commerce and industry 
of the country. 

3. My Committee wish me to emphasise that it is essential to include such, 
vital subjects as the effect of the existing structure of taxation on industry and the 
place of foreign capital vis-a-vis the fiscal policy within the scope of the enquiry 
entrusted to the Fiscal Commission. 

4. Secondly, on account of the low-profit margins as a result of steep direct 
taxation, it has become almost impossible to raise capital for industrial and com¬ 
mercial projects, however sound and promising they may be. That means there 
is little scope for capital formation in the country at present, although the need 
for the maximum amount of capital formation was at no time greater for an eco¬ 
nomically backward country like India. The existing tax structure which has- 
admittedly been a lopsided one and unbalanced and wholly regressive in its effects 
on industrial development needs, therefore, to be examined in all its aspects in rela¬ 
tion to the objectives of the appropriate fiscal policy that may be evolved. 
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5. Anothel important aspect which seems to require emphasis is in respect 
of foreign, capital. Certain categorical statements made by the Ministry of Indus¬ 
try and Supply have legitimately given rise to fears whether the full implications 
of the policy of foreign capital vis-a-vis the fiscal policy of the country have been 
properly assessed and realised. For example, the recent statement made by 
•Government that even in the sphere of protected industries “when protection is 
conferred on a particular industry, all the units of that industry, whether Indian- 
owned or not, will be automatically entitled to claim benefits of such protection” 
raises certain very pertinent issues in respect of the grant of special assistance to 
enterprises, the ownership and management of which are essentially in national 
hands. Foreign concerns have already been allowed to establish themselves in 
the country and the cases of some more ape understood to be under consideration. 
In this connection, my Committee would like to raise the important question as 
to whether the terms and conditions on which such foreign concerns are going to 
be allowed to be established in the country will be in keeping with the main point- 
of the Statement of Industrial Policy, viz that the major interests in ownership 
and effective control should always be in Indian hands. It should be made per¬ 
fectly clear that foreign capital will be treated on a footing of perfect equality in 
-every respect once it is allowed to enter the country. 

6. Before proceeding to give detailed replies to the questionnaire, my Com¬ 
mittee would like to make the following preliminary observations on the nature 
and working of the policy of discriminating protection and the need for a complete 
reorientation in the country’s fiscal policy calculated to encourage and promote 
rapid industrialisation to the fullest extent possible. 

Policy of Discriminating Protection. 

7. My Committee are definitely of the view that the policy of discriminating 
protection as enunciated by the Fiscal Commission in 1922. in what is known 
as the Triple formula proved to be disappointingly slow and ineffective, hardly 
appropriate to meet the requirements of industrial development of an under-deve¬ 
loped and agricultural country like Indio, which will be evident from the fact that 
during nearly twenty years of the operation of the policy only eight industries were 
developed or established under the shelter of protective tariffs. If a more liberal 
and vigorous policy were pursued, India would have achieved her industrialisation 
at a much faster pace and would not have been found unprepared as she was on 
the eve of the second world war. In view of the halting and half-hearted nature 
of protection given to various industries by Government, it will be more appro¬ 
priate to say that if some of the industries were developed and stabilised during the 
period it was largely due to the rising nationalist sentiment of the Indian people 
and the initiative and pioneering spirit of the Indian industrialists. The policy 
of protection played but a limited part, inasmuch as the protection given to indus¬ 
tries was in a large number of cases essentially of a safeguarding variety. 

8. Speaking with particular reference to the textile industry, it is common 
knowledge that protection to the industry was not immediately available when 
asked for. Then, only a section of the industry, namely, yarn, was protected, 
leaving the major section of the industry’s manufactures, namely, cloth, unpro¬ 
tected. When at last a small measure of protection was conferred also on the 
weaving section of the industry, certain other extraneous factors came into exis¬ 
tence, when neutralised the effect of that protection. Here, the reference is to the 
depreciation which took place in the Japanese and Chinese currencies which gave 
an enormous fillip to these two countries in their export trade with India. When 
at last counter measures were taken, India in common with the rest of the world, 
entered into a prolonged trade depression accompanied, by financial stringency 
and drop in commodity prices. This made things difficult for the industry in con¬ 
solidating and strengthening its position behind the tariff wall, and practically 
till the commencement of the world war, it was impossible for the industry to 
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make any substantial improvement so far as its financial position was concerned- 
It is unnecessary to enter into what happened after the commencement of the 
war, but it is tame that the war gave an enormous fillip to the Indian cotton tex¬ 
tile industry, and helped it to improve its financial position. While the protec¬ 
tive tariff might have helped to keep the industry alive in the immediate pre-war 
period, it was the world war which really helped it to strengthen its financial posi¬ 
tion. 


9. It should not, however, be understood that the industry’s present financial 1 
position is everything that could be desired, but it should be pointed out that 
most of the profits made by the industry in the war period were drained off by 
Government in the form of taxation. It is an admitted fact that during the war 
and immediately thereafter the industry was working practically to death. All- 
major repairs and overhauling, which necessitated a shut down of some of the ma¬ 
chines were postponed to avoid drop in production, and also on the ground that- 
the necessary spares were not available. Replacements of capital machinery were 
almost unobtainable, and even to day whatever small quantities are available are- 
coming in at prices which are about three to four times the pre-war prices. The 
industry’s machinery is badly in need of replacement, rehabilitation and remodelling,, 
and the industry should necessarily be placed in a position in which it would be 
able to set aside sums which would make good this need in the minimum number of 
years. 

10. It is a significant commentary on the pace of industrialisation during the 
inter-war period that on the eve of the war our industrial structure was found to be 
weak and ill-equipped inasmuch as even established industries such as textiles, 
paper etc. found their supplies of essential raw and processed raw materials and 
stores cut off on account of the war. Absence of chemical industries reveal the 
precarious nature of the country’s dependence on such supplies from abroad, nor 
had India developed metallurgical and other subsidiary and auxiliary industries 
which could meet the requirements of the established major industries. It is per¬ 
tinent to note that no basic or key industry worth the name was developed during; 
the period. 

11. An explanation for this state of affairs is, in the view of my Committee, 
to be found in the half-hearted and apologetic view of the Commission that 1 India 
for many years to come is likely to concentrate on the simpler forms of manufactured 
goods.’ Another factor responsible for slowing down the pace of industrialisation 
of the country was the ‘ infant’ industry argument which was recommended by the 
Commission and adopted by Government as a basis for the grant of protection. 
While the Commission accepted the argument that an industrially backward 
country, full of industrial potentialities, can justifiably use protection with a view to 
meeting competition from industrially advanced countries, who have not only the 
initial advantages of an early start but also the advantage of established superior 
production technique, they failed to realise that the theory was applicable to a 
backward country as a whole and not to an isolated infant industry. In fact, 
instead of recommending a bold policy of protection, which alone could bring about 
rapid industrialisation in a backward agricultural country, redressing the balance 
between agriculture and industry, the Commission recommended protection on the 
‘ infant’ industry basis, more appropriate for industrially advanced countries than 
for an under-developed country like India. This error, in the view of my Committee, 
vitiated the approach to the problem of Indian industrialisation and resulted in the 
piecemeal and restricted type of protection. 

12. The policy of discriminating protection again was based on a narrower and 
incorrect view of the development of industries, inasmuch as the Tariff Board worked 
on the basis of the theory that protection should be considered only for those lines 
in a particular industry which were already established in India and not in respect 
of those which being mutually inter-dependent were capable of being developed 
and should have been developed. Instead of taking a dynamic view, the Tariff 
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Board at times seemed to adopt a static view of the need for protection and recom¬ 
mended protection only for selected products within each industry. This narrow 
interpretation of the principles of protection resulted in the neglect of the allied 
'branches of the same industry for want of sufficient encouragement and protec¬ 
tion. 

13. The haphazard nature of the policy of protection is further illustrated by 
the recommendation of the Commission that as a rule the tariff protection should 
not be granted to new industries. This condition prima facie ruled out the case 
of potential industries, which could have been developed under the promise of a full 
Hedged scheme of protection. 

14. The conditions for the grant of protection as prescribed in the triple formula 
were unduly restrictive in their scope and the procedure prescribed for the formali¬ 
ties connected with an enquiry into the claims for protection for any industry was 
dilatory and unduly meticulous. India with all the natural advantages which she 
possesses in respect of abundant supply of raw materials, sufficient supply of labour 
and a large home market would have easily attained an important place in the in¬ 
dustrial world, if a bolder and a more liberal fiscal policy were adopted. 

15. The Fiscal Commission laid down as the first, condition that if the industry 
is to qualify for protection it ‘ must be one possessing natural advantages, such as 
an abundant supply of raw materials, cheap power, a sufficient supply of labour 
or a large home market. Such advantages will be of different relative importance 
in different industries, but they should also be weighed and the relative importance 
assessed.’ In actual practice, in respect of several enquiries a rigid interpretation 
was placed on this condition, and as a consequence the claims of several industries 
were turned down by the Tariff Board or by Government. Such a test when applied 
to an industrially backward country merely results in imposing unwarranted fetters 
•on the industrial development of the country. In fact, if such rigid conditions had 
been imposed, countries like Britain, Japan and Germany could not have deve¬ 
loped most of the organised industries which they were able to do under the shelter 
of a strong protectionist policy. 

16. The second condition, viz, that the industry must be one which with the 
help of protection either is not likely to develop at all or is not likely to develop so 
rapidly as ,is desirable in the interests of the country, is merely explanatory of the 
principles of protection and as such should have had no place in the formula. 

17. The third condition, viz, that the industry must be one which will even¬ 
tually be able to face world competition without protection is important, inas¬ 
much as it emphasises a necessary aspect of the principle of protection, that no 
industry which is likely to become a burden on the community should be protected 
except on broad national grounds. In fact, it should have been linked up with 
the first condition with the necessary proviso relating to the cost of an industry. 

It is necessary to bear in view an important difficulty which is likely to arise in res¬ 
pect of arriving at a proper forecast as to the future cost of production. However 
scientific and elaborate the method of estimating costs may be, this part of 
the function of the Tariff Board is likely to remain more or less a guess work as to 
the future which is conditioned by a number of unforeseen circumstances over 
which the industry may have no control. While all the relevant factors may be 
taken into consideration, ability of the industry to face world competition eventually, 
without protection, should not be laid down as a condition precedent to the grant of 
protection. 

Machinery and Procedure of the Tariff Board. 

18. As regards the machinery, procedure and formalities connected with the 
implementation of the policy of discriminating protection, several defects have been 
found in actual operation. The establishment of a competent and impartial 
Tariff Board is an integral part of the scheme of discriminating protection. 



425 


According to the recommendations of the Fiscal Commission, the Board wae to be a 
permanent body so as to secure consistent decisions and continuity of policy. Owing 
~to the failure of Government to put these recommendations into effect, the objec¬ 
tive of the Fiscal Commission was defeated and quick changes of personnel resulted 
in avoidable delays in completing the enquiries. As the powers and functions of 
the Board were not defined in a statutory manner, there existed a great deal of 
scope for conflict in the interpretation of the principles of discriminating protec¬ 
tion between the Government and the Board. The Fiscal Commission had rightly 
suggested that the Tariff Board should have wider powers, but it is a matter of 
common knowledge that the powers of the Tariff Board appointed by Government 
from time to time were strictly limited. The Board had no initiative and could 
only investigate cases of those industries which were referred to it by Govern¬ 
ment. 


10. Another defect in tho procedure relating to the applications made 
by industries for protection was that the said applications should first he sub¬ 
mitted to tho Commerce Department of tho Government of India fully stating 
the case for protection. The Department would forward the applications to the 
Tariff Board for consideration only if they were sttisfied that a prima facie case 
had been made out by the applicant industry for protection. This procedure 
inevitably resulted in loss of time and consequent dilatoriness. 

20. Again, the recommendation of the Fiscal Commission that ‘the Government 
should publish the results of the enquiry promptly, whether it agrees with the 
conclusions of the Board or not’ w as, it may be pointed out, largely observed in its 
breach. Industries which were passing through serious difficulties and which, 
therefore, were in need of urgent, assistance were made to wait by Government in 
respect of their decision for an inordinately long time in a state of animated suspension. 
It is well known that in case of industries such as cotton textiles and sugar, nearly 
2 years elapsed between the date of reference and the final decision as to the action 
by Government. 

21. The object of my Committee in reviewing broadly the limitations and de¬ 
fects inherent in the policy of discriminating protection and the machinery of the 
Tariff Board constituted from time to time to implement the same, has been to 
emphasise the fact that the policy in force has failed to promote the cause of Indian 
industrialisation and, therefore, the principles laid down by the Fiscal Commission 
in 1922 need in the altered context of affairs to be completely overhauled and 
restated, to suit the needs and requirements of our industrial and economic develop¬ 
ment. While formulating such a policy, the Commission will have to take into 
consideration important factors such as the impact of war on our economic structure 
and the serious repercussions of partition on our country ; for example, as a conse¬ 
quence of partition two of our major industries, textiles and jute, have been seriously 
affected in respect of the supply of their raw materials, viz. cotton and raw jute, 
and from being an exporter of these raw materials India is now reduced to the posi¬ 
tion of a net importer. In the opinion of my Committee, the greatest need of the 
country is a new perspective and a fresh approach to tho urgent problem of all¬ 
round industrial and economic development. The plan and programme of industria¬ 
lisation outlined by the Government of India in their Statement on Industrial Policy 
are sufficient to indicate the tremendous leeway that India has to make up in the 
direction of industrial development. This, my Committee feel, can only be achieved 
by a comprehensive policy leaving the whole field of industrial development, barring 
defence industries, to private enterprise with the necessary active assistance of 
Government. 

22. Before outlining the general nature of the new fiscal policy that would be 
necessary for achieving the task a3 mentioned above, my Committee would like to 
refer to certain important features which are likely to influence the formulation 
of our tariff policy. There will be a growing need for the import of capital goods and 
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machinery, partly for the replacement of those indus tries which had been over¬ 
worked during the war time and partly for meeting the requirements'of new industries 
proposed to be established. With the development of new industries contemplated 
under the Industrial Policy, India will have to progressively reduce her exports 
of raw materials as a result of increased domestic consumption of the same and to 
that extent our traditional pattern of trade will have to undergo a change, inasmuch 
as it will be necessary to increase the exports of manufactured and processed goods 
by diversifying India’s export trade and developing new markets. This will again 
have to be closely linked up with our need for an export trade, both with a view to- 
remedying the present adverse balance of trade position and raising the purchasing 
power of the people of the country. This necessarily implies that India will have to- 
increasingly participate in international trade, subject, however, to the condition 
that the same is not detrimental to national interests. 

23. My Committee are strongly of the view that the policy of protection properly 
related to the task of industrial development alone will prove to be an effective 
method of utilising the vast resources of the country in men and material for the 
maximum production of wealth, resulting in increasing national income and en¬ 
hancing the taxable capacity of the people and raising the general standard of 
living of the people. The fiscal policy of the future should not merely be an instru¬ 
ment of industrial policy, but must be viewed as an integral part of the larger eco¬ 
nomic policy of the country as a whole. The situation, therefore, demands that a 
policy of full-fledged protection directly related to the country’s need for rapid 
industrialisation must replace the halting and piecemeal policy of discriminating 
protection and the conditions and qualifications for protection which resulted in 
retarding the industrial progress of the country should be liberalised and 
simplified under the new fiscal policy. As an industrially under-developed 
country, India should be perfectly free to make a legitimate use of protective measures, 
so as to expand production and employment at home and to raise the living standards 
of the people. The protective measures may be non-fiscal such as direct assistance 
rendered by the State in such matters as finance, scientific research, transport etc. 
as well as of an indirect nature, in the form of tariffs, subsidies or bounties and 
quantitative restrictions. India as a backward country would be mainly using the 
protective measures for the developmental purposes and therefore should have the 
fullest freedom to utilise these measures for expanding and developing her established 
as well as new industries. 

24. The broad principles of the fiscal policy outlined above will necessitate 
the constitution of a new Tariff Board or any other suitable machinery with ade¬ 
quate powers for implementing the same. The Tariff Board should be a permanent 
body vested with wide powers and functions by a statute : for example, whenever 
it is convinced that there is a prima facie case, it should be authorised to undertake 
an investigation on its own initiative in respect of the conditions of a given in¬ 
dustry and its specific difficulties. The Board must also have power to review from 
time to time the working of protected industries and report to Government the 
progress made by such industries. In my Committee’s opinion, the constitution 
of a permanent Tariff Board with adequate powers and functions and with necessary 
initiative and freedom will be of considerable assistance in accelerating the pace of 
industrial progress in' the country. 

25. My Committee’s detailed replies to the various questions contained in the 
Questionnaire are given below :— 

Question 1 .—Since the Fiscal Commission reported in 1922 various factors 
such as national struggle for attaining political freedom, great depression in 1931, 
second world war, partition of the country etc. have affected the economic struc¬ 
ture of the country with the result that a complete change in the approach of the 
problem with which the Commission is concerned has become absolutely necessary. 
The main objeptive of the Commission should naturally be to bring about as rapid 
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an industrialisation as possible with all such protective measures as may be necessary 
to foster and develop industries. 

Question 2 .—Generally speaking, the industrial developments of recent years 
have not altered the predominant position of agriculture in the economy of the 
country. Over a long period of years foodgrains production has tended to remain 
virtually stationary in spite of the Grow More Food Campaign. In the food sector 
of the agricultural economy, there has been deterioration, the steps taken by Go¬ 
vernment failing to improve the acreage under cultivation and production. Another 
important change in respect of agricultural production is the restriction in acreage 
under commercial crops due to the priority given to the production of food crops by 
the various legislative measures of the provinces. For example, there has been 
a recorded fall in the acreage of cotton and jute even prior to partition and 
after partition the production has been very much reduced. The total production 
of cotton and jute in terms of bales was 5-1 anfj^6■ 8 million in 1938-39 whereas 
in 1948 it has been reduced to 2 -1 and 1-9 million, thereby indicating that our agri¬ 
cultural economy has suffered in respect of two of the main commercial crops which 
had and have a high export value. In respect of international trade in agricultural 
commodities there has been a significant change in the traditional pattern of 
our frade which consisted of exports of primary products and raw materials and 
import of manufactured goods. On account of war time requirements and the 
pressure on demands for internal consumption, the revised policy of Government 
to preserve the use of raw materials and food products for internal consumption 
changed the old pattern of trade and steadily there has been a decline in the export 
of raw materials and an increase in the export of semi-manufactured, processed or 
manufactured articles. 

Question 3 .—The main changes in the agricultural situation are likely to affect 
in a large measure the pace and direction of our industrial progress. The vital 
importance of securing self-sufficiency in food may restrict the expansion in acreage 
and production of such agricultural products as are used directly as raw materials 
for purposes of industrial production or in the process of manufacturing industrial 
products. It would seem advantageous to strike a balance between the maximum 
development of agriculture for self-sufficiency in fowl and for the targets of indus¬ 
trial production set up over a period. Changes in consumption habits would also 
influence the demand for manufactured articles thus maintaining the pressure on 
the scarce raw materials. Further, in order that industrialisation may advance 
rapidly, imports of essential capital equipment and raw materials in some cases are 
necessary and the flow of these into the country is dependent on our capacity to 
pay which again depends on exchange resources available and the rate of our im¬ 
ports. From the point of view of the implementation of the industrial programmes 
alone it would be necessary to give oqual attention to our agricultural situation 
in so far as both are mutually dependent in attaining the economic objectives of 
a higher standard of living and full employment. 

Question 4 .—Basic improvements in our agriculture should subserve the urgent 
needs of attaining self-sufficioncy in food which would save us foieign exhange and 
secondly of intensifying the production of crops that have a high export value which 
would increase our foreign exhange resources while adequately meeting the re¬ 
quirements of the local industries. The urgent basic reform in agriculture would 
be to apply measures to increaso the average yield por acre of all agricultural pro¬ 
ducts which is far below that of any other country, by way of scientific improvement 
in seed selection, application of manures, organic and chemical and educating the 
farmer in the latest methods of farming through demonstration of traotor culti¬ 
vation and use of improved implements. Reclamation of waste lands would in¬ 
crease the acreage under cultivation and such reclaimed lands could well be ex¬ 
perimented upon for growing cash crops or subsidiary food crops. Any policy 
of intensified industrialisation will not yield desired results unless the living standards 
of the agricultural population are reused and to that end the above basic reforms 
18 M. of Com. 



428 


must be enforced simultaneously. In order that our intensified industrial programme 
may be well supported in regard to the mineral requirements, there is need for strict 
conservation and planning in utilisation of available resources. 

Questions 5 and 6 have been dealt with in the preliminary remarks. 

Question 7 (a ).—Cottage and small-scale industries have been an integral part 
of the national and rural economy of India. Even at present, cottage and small- 
scale industries form an essential part of our rural economy. The agriculturist in 
India is not engaged in agricultural operations throughout the year. He pursues 
some subsidiary occupation to supplement the income derived from agriculture. 
Most of the cottage and small-scale industries have been in a state of decadence 
for the last many decades. During the last world war, cottage industries like the 
handloom industry got a fillip, but that was only a temporary phase and with the 
restoration of normal conditions, they are likely to relapse into the pre-war state. 
The question of rehabilitation and regeneration of cottage and small-scale industries 
must be considered in a comprehensive manner. 

( b) (i) Our economy has unfortunately hitherto developed in a lop-sided manner 
and has been characterised by an unduly heavy pressure on land. Promotion 
and development of the cottage and small-scale industries will greatly reduce this 
heavy pressure on land and will greatly facilitate the evolution of a balanced econo¬ 
my in the country. This will also enhance the purchasing power of the agriculturists 
and give them the necessary wherewithal for the introduction of improvement 
schemes on their land. The relation between the cottage industries and the small- 
scale industries should generally be one of co-operation. In certain cases, however, 
competition has developed between them in the process of our economic develop¬ 
ment. For instance, in regard to hand weaving, small power looms have already 
started offering serious competition to the small handloom weaver. This is, however, 
inevitable as many of the small power industries have the quality of superior efficien¬ 
cy and the additional advantage of employing a large number of persons per unit 
of output than the cottage industries. 

(it) Cottage and small-scale industries have played an important role in our 
national economy in the past, and even if a programme of large-scale industrialisa¬ 
tion is launched, there will be great scope for cottage and small-scale industries in 
the economy of the country. By judicious adjustment, it is possible to establish 
a mutually beneficial co-operation between large-scale industries on the one hand 
and small-scale and cottage industries on the other. Cottage or small-scale form 
of production is particularly suited for the better utilisation of the local resources 
and for the purpose of achieving local self-sufficiency in respect of certain types 
of essential consumer goods like cloth, agricultural implements, etc. 

Question 8 .—Whatever the pace of large-scale industrialisation, both cottage 
and small-scale industries will have a significant role to play in the national eco¬ 
nomy both from short and long term points of view. 

Questions 9 and 10 .—There are good prospects for many of our cottage indust¬ 
ries in the foreign markets. The expansion of exports of the cottage products would 
give a great stimulus to the development of our cottage industries. 

Question 11 .—Protection to large-scale industries has not seriously affected 
small-scale and cottage industries. 

Question 12 .—The following are the main handicaps from which our cottage 
and small-scale industries have been suffering; foreign competition, lack of cheap 
and easy money facilities, comparative high transport charges, low purchasing 
power of the village population, absence of marketing facilities, dearth of technicians, 
lack of power generating machines, want of raw materials, illiteracy and taxation 
particularly municipal taxes like octroi and terminal taxes. 
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Question 13. —There is great scope for the products of our various cottage in¬ 
dustries in foreign markets provided systematic attempts are made to introduce 
'them in those markets. While entering into trade agreements with foreign countries 
Government should see to it that they contain provisions for the maximum offtake 
of our various cottage products by those countries. 

Questions 14, 15, 16 have been dealt with in the preliminary observations. 

Question 17. —Amongst the supplementary measures recommended by the Fiscal 
'Commission, mention may be made of the following : 

(i) Technical education. —Shortage of trained personnel had in the past caused 
difficulties in the matter of successful expansion of industries in the country. An 
■efficient system of technical education is a matter of extreme importance. The 

schemes of education should be reorientated with a view to providing adequate 
opportunities for mechanical and technical training. Attempt should be made to 
bring about a greater degree of co-ordination between industry and institutions 
* of industrial and technical tra inin g. Provision should also be made for giving the 
necessary training and equipment to the craftsmen in the village for the development 
■ of cottage industries. 

(ii) Railway Rates Policy. —The whole railway rate structure needs to be com¬ 
pletely reviewed and overhauled with a view to subserve the changing pattern 
of our trade, export and import, as the result of development of domestic production 
in respect~of large classes of commodities. It is necessary to observe that 
■the newly constituted Railway Rates Tribunal is a move in the right direction, 
and it is hoped it will look into the anomalies of the present rate structure including 
internal freight differentials and evolve a national rates policy for fostering industries 
which exist and which may come into existence hereafter. The Tribunal will also 
have to evolve a more broad based classification of goods for purpose of rate fix- 
:ing. 

(Hi) Measures against Dumping. —The character of protection granted to 
-Indian industries was largely of a safeguarding variety calculated to tide over transi¬ 
tional difficulties. This was mainly due to conditions of unfair competition brought 
about by monopolies, exchange depreciations, over-production and depression of 
world-wide character. In spite of conditions of unfair competition and the speci¬ 
fic recommendation made by the Fiscal Commission, Government did not provide 
any anti-dumping legislation, apart from the Safeguarding of Industries Act, 
which for technical reasons remained a dead letter. The only safeguard available 
was in the form of a protective difiw or something as revenue duty. The proce¬ 
dure adopted was not also conducive to the granting of immediate protection 
against dumping which industries needed. A fairly comprehensive legislation 
must, therefore, be enaoted for the purpose of meeting the dangers arising out 
of any category of dumping. The anti-dumping legislation should not be mixed 
up with the question of protection. As to the procedure, necessary action should 
be taken by Government on the submission of prima facie evidence, followed 
■up by a subsequent enquiry by the Tariff Board. 

Question IS (a). —Please see preliminary observations. 

Question 18 ( b ).—In formulating the future fiscal policy, undue emphasis should 
mot be placed on purely revenue considerations of Government, but the same 
should be related to the larger economic interests of the country as a whole. 

Question 19.— -A comparison of the terms and conditions laid down by Govern¬ 
ment for the Tariff Board to investigate into the question of protection,or assistance 
to war time industries in 1945 with the conditions known as the triple formula laid 
down by the 1922 Fiscal Commission does show a marked change in outlook and 
in accent. It may be observed generally that in the implementation of a fiscal 
policy it is not merely the question of liberalising conditions of protection but what 
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is more relevant is the spirit in which the conditions are interpreted and applied 
with a view to bring about a rapid industrial development in the country. 

Question 20. —Although there was inordinate delay in the inquiries conducted 
by the Board initially, the delay has been minimised in the subsequent inquiries. 
My Committee hope that in future it will be an accepted convention with Go¬ 
vernment that they will notify their decision within a period of two months of the 
date of submission of the Report by the Board. 

Questions 21 to 27 —The Association has already replied to these questions and 
furnished information and sources from which the relevant statistical data could 
be obtained and compiled. 

Question 28. —The revenue tariffs imposed in the past have had no appreciable 
effect in general on the growth and development of our industries and on the course 
of our export and import trade which were all determined by other extraneous 
factors. While revenue tariffs have no doubt constituted an important source of 
income to Government, they have failed to have a direct or indirect influence in 
furthering our industrialisation and expansion of foreign trade. 

Question 2!. — (a) The changes noticed in the course of our foreign trade 
cannot in general be attributed to the tariff policy pursued by Government, al¬ 
though they had the negative effect of preventing the growth and development of 
i ndustries. 

(b) In a period of general contraction in trade consequent on the world depres¬ 
sion it is difficult to measure the extent of loss or improvement noticed in our do¬ 
mestic trade consequent on the tariff policy of Government. 

Question 31. —A review of the trends of foreign trade during 1939-45 and 
1946-48 reveals that, there has been a striking change in the composition and direc¬ 
tion of cur external trade which has considerably altered the traditional pattern. 
It is incorrect to say that this change is indicative of the growing industrialisation 
of the country. In the last two years it has become clear that our expert capacity 
falls short of our import requirements and this has been further affected by the 
removal from our export list (if staple exports, as jute and raw cotton, consequent 
on partition. The present position in respect of external trade is one of reduced 
quantum in exports of traditional items and. the gradual loss of markets captured 
during the war and an increasing flow of imports which make it cliffu ult to main¬ 
tain the advantages gained during the war in the composition and direction of the 
trade. This is also influenced by external factors such as a gradual fall in the 
world markets compared to an inflated price level within the country. 

Question 32. —The question covers various aspects of Government’s industrial', 
and trade policies. Analysing the general effects on trade and industry of the various 
legislative and administrative measures taken to control and regulate our foreign 
trade, it is more than evident that these measures have not been successful in planning 
0 ur foreign trades so as to help the growth and development of industries. 

Question 33. —The fundamental premises on which the Fiscal Commission, 
1921-22, based their recommendations were that industrial development will 
bring about new sources of wealth, encourage accumulation of capital, enlarge pub¬ 
lic revenues, provide more profitable employment for lal>our and reduce excessive 
dependence of the country on agriculture. These premises still hold good, in¬ 
asmuch as the country has neither far advanced in industrial development nor her 
resources have been fully exploited. 

Question 34. —It is extremely difficult to determine the relative importance 
either of fiscal or non-fiscal measures in any definite maimer under the present-day 
conditions. Under the present state of our economy, it is necessary to combine 
both fiscal and non-fiscal measures in a judicial mannerwith a view to protecting, 
and developing industries. 
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Question 3b ,—An appropriate tariff policy can Largely further the expansion 
of our external trade by facilitating the imports of essential raw materials, capital 
goods and machinery necessary for the implementation of the programme of industrial 
■development. 

Question'36. —The objectives of tariff policy in the short period will necessarily 
be governed by post-war economic situation prevailing in the country. These 
should be (i) to maximise production both industrial and agricultural by all 
possible means; (ii) to protect and develop the essential war time industries as also 
a number of other industries which had come into existence during the difficult 
period-and have helped to sustain the national economy ; and (iii) to develop and 
assist such industries which can command an export market, so as to be able to 
adjust the present adverse balance of trade in an advantageous manner to the 
country. 

Question 37.—Yes. 

Question 38 —The main conditions which should govern the recommendation of 
protection by the Tariff Board should be :— 

(i) that the industry is sufficiently important from the point of view of 

the national interest and is in need of protection or assistance ; 

or 

(ii) that the industry is in a position to command an adequate home market 

or a potential export market, and that the burden of such protection 
or assistance to the community is not excessive. 

It is not desirable to incorporate the consideration that the industry within 
a reasonable time should be able to carry on successfully without protection or State 
assistance as a condition precedent to the grant of protection. It is necessary to 
reiterate that the conditions prescribed for the grant of protection should not 
be unduly restrictive and stringent but must be liberally conceived. 

Question 39.— Priorities will have to be determined in the light of the industrial 
policy as laid down by the Government of India, which emphasises the primary 
need for expansion of production both agricultural and industrial and in particular 
on the production of capital equipment and goods necessary for meeting the basic 
needs of the people and commodities the export of which will increase the earnings 
>of foreign exchange of the country. From this point of view, industries can be 
classified in the following categories, viz- : 

(i) industries which are of strategic and national importance—defence in¬ 

dustries; 

(ii) basic and key industries which are essential for the industrial expansion 

of the country ; and 

(iii) all other industries which mainly comprise the consumer goods indus¬ 

tries. 

Question 40 .—Yes. 

Question 41.—Tariffs.—In spite of the fact that protective technique has 
^assumed new developments particularly ir the inter-war period, tariffs yet continue 
to pla.y an important part not only as a means of raising revenue but also as an 
important instrument in the hands of the State to direct economic life and to 
determine the-flow of international trade. Revenue duties occupy a very important 
place in modern public finance and are primarily intended to secure revenue to meet 
public expenditure. Tariff duties levied with the specific object of protecting in- 
•dustries are intended to bring about a most efficient and effective utilisation of na¬ 
tional resources. 
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Bounty or Subsidy. —Subsidies or bounties involve either direct financial assis¬ 
tance or may assume the form of indirect assistance in the shape of remission of 
taxes, drawbacks of various sorts etc. The indirect assistance may be through the 
grant of long term loans or credits to the manufacturers or exporters at low rates, 
or the Government may offer facilities through export credit insurance schemes. 
While the conditions in India may not permit too frequent use of the method of 
subsidies or bounties, in certain cases where the grant of subsidies has been best 
calculated to protect the industry and can be justified on grounds of national' 
policy, the Tariff Board must be free to recommend such a measure if and when 
necessary. 

Pool Prices. —The pool arrangement was a war time expedient and is not sui¬ 
table to conditions of free market and healthy competition. The system of pool 
prices as exemplified by the case of aluminium price pool is not therefore favoured 
as a method of protection. 

Quantitative restrictions. —As compared to tariffs and subsidies, the use of 
quantitative restrictions is the most effective technique of protecting industries 
against the inroads of foreign competition as also an important instrument of com¬ 
mercial policy for safeguarding the economic structure of a country during periods 
of emergency. An industrially backward country like India must have the fullest 
freedom to use quantitative restrictions both as a defensive and as a development 
measure. The Tariff Board should be free to recommend the use of quotas either 
singly or in combination with tariffs, according to the needs and requirements of 
the industries and exigencies of the situation. 

Question 41 ( b) and (c).—The Tariff Board must be free and should, be free 
to determine appropriate measures of protection in each case on its own merits 
and may recommend such protection in any one of the forms of tariff aid, subsidy 
quota restriction or a combination of these measures, according to the needs and. 
requirements of a given industry. 

Question 42. —Please refer to reply to question 17 (iii)—measures against dum¬ 
ping. 

Question 43. —(a) The imposition of export duties is not favoured as a gen¬ 
eral rule, as they fall on the domestic producers and discourage production. 

(b) Yes. In respect of such consumer goods as are found to be in critical 
shortage, export control may be resorted to in the form of quantitative restrictions, 
on a careful balancing of the needs of domestic consumers and the requirements of 
maintaining our position in the export markets. In regard to domestic supplies 
of raw materials for utilisation of industries in the country which are in absolute 
short supply, export of such raw materials should be prohibited. 

Question 44. —An established industry may be given an export stimulus by 
any one of the following three methods, viz. (i) subsidies, ( ii) tax relief and (iii) 
freight relief. While a direct method of subsidy is considered more effe ctive for 
stimulating exports, the same is likely to meet with objection from importing 
countries, as representing unfair competition, adversely affecting the terms of trade. 
As an alternative form of inducement, the profits of export trade may be taxed 
at a lower rate than the profits of home trade. 

Question 45. —The method generally adopted by the Tariff Board in fixing the 
quantum of protection has been that of computing and comparing the fair ex-works 
price or the fair selling price for the home manufacturer with the landed cost (ex¬ 
duty) of the imported product. However, certain inherent difficulties have to be 
taken into consideration while adopting the procedure. Allowance must generally 
be given for cost due to freight differentials for transport of indigenous goods from 
the port of manufacture to other ports. There is also the practical difficulty i n 
arriving at accurate cost in numerous cases where particularly several prod ucts, a 
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jointly supplied and no system of cost accounting can work out the cost for each 
item with a certain degree of accu acy. The cost of foreign manufactures do not 
become easily comparable to the cost of Indian manufactures, inasmuch assimilrs 
conditions do not prevail in both the countries and sometimes the foreign costs 
are distorted by fluctuations in exchange and methods of presentation of the ac¬ 
counts. Nor is it always possible to base the indication of the future course of 
prices on the basis of current import prices. The concept of fair selling price as 
adopted by the Tariff Board which considered not only the present fair selling prices 
but also tried to estimate the future fair selling prices was worked out on the basis 
of a representative firm and not on the actual cost of\ production of any particular 
firm. Normally in arriving at reasonable cost of production the Board took into 
consideration various elements in the cost of production, such as working costs, 
overhead charges and the manufacturer’s profit and the possible economies that 
were available to the factory which had the advantages of suitable location as well as 
efficient management. However scientific the nature of the attempt may be, the 
calculations regarding the future are more or less likely to be tentative and ap¬ 
proximate in character. There is another aspect, viz., the element of revenue duties 
in the cost of raw materials and machinery imported by various industries which 
tend to inflate prices. It is submitted that while the same method may be applied 
in arriving at the necessary measure of protection based on the calculation of costs, 
due regard must be given to certain special factors, such as high cost for capital 
goods and equipment during war and post-war periods and the replacement costs 
of the same. The object underlying the procedure as to arrive at the minimum rate 
of protection necessary for safeguarding the industry, but the Board must also take 
into consideration a long term view and must see that protection is adequate enough 
to attract capital to the industry, maintain it at an up-to-date level of efficiency 
and promote utilisation of the natural resources of the country. Protection should 
not merely aim at preserving the industry over a period of years, but must 
also seem to provide sufficient incentives to the industry to improve its technique 
and working conditions with a view to maximising the output and consequently 
lowering the cost of production. 

Questions 46 and 47. —When tariffs are imposed with a view to protecting 
industries, they assume various forms, such as (i) ad valorem , ( ii ) specific and 
(in) compound. An ad valorem duty is based essentially upon the value of the 
commodity imported and is expressed in terms of a fixed percentage of the value 
per unit. The specific duty is a definite sum charged upon each weight or measure 
of the commodity imported. In mixed duties the practice is to adopt either an 
alternative duty, i.e., a specific rate or an ad valorem rate, whichever be higher, or a 
compound duty, i.e., a specific rate and an ad valorem rate both together. It is 
submitted that tariff valuation which is assessed by means of a special combination 
of specific and ad valorem duties is specially advantageous, and the desirability of 
extending the same may be considered, particularly as a protective measure this 
system safeguards the interests of both the producer and the consumer during 
periods of price fluctuations. 

Question 48. —The system of tariff quotas is looked upon as an intermediate 
stage between the system of protective tariffs and import quotas. It is expected 
in course of time to pave the way for a return to ordinary tariff. To the extent 
that it does not prevent the flow of goods as under the system of absolute quotas, 
it is less restrictive and moderate in its effects. As to its utility, it can be used with 
advantage during comparatively normal conditions as a protective measure to safe¬ 
guard the interests of domestic industries without any serious restrictive influence 
on international trade. 

Question 49. —The protection granted to an industry should extend for a 
reasonable period so as to afford sufficient scope for the development and expan¬ 
sion of the industry. It is recommended that protection in the first instance should 
be granted at least for a period of five years and further extension must be subject, 
to a review by the Tariff Board. 
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Question 50 .—The existing system of revenue tariff classification needs a 
thorough revision. The appointment of a 3raall expert or technical Committee 
to go into this question is suggested. This Committee should after securing the 
necessary particulars regarding the materials or products used by industries in the 
various processes, prepare a suitable method of classifying them. 

Question 51 .—In the context and terms of the Industrial Policy of Govern¬ 
ment as declared in April 1948, the fundamental objective of the long term fiscal 
policy should be not merely to serve as an instrument of achieving the aims of the 
above Industrial Policy but should be broad based and comprehensive to form an 
integral part of our larger economic policy. The larger economic policy of the 
country has for its ultimate objective the increase of national wealth by the maxi¬ 
mum exploitation of tho country’s resources in industry, agriculture and man¬ 
power and the maintenance of a high and stable level of employment. In short, 
it should, through appropriate tariff measures and other methods of direct assis¬ 
tance, prevent unfair competition, promote the full utilisation of the country’s 
resources and safeguard and protect the growth of industries. Secondly, having 
regard to the future structure of our foreign trado, the long term fiscal policy should 
aim at expanding our exports and imports along the altered course of trade noticed 
during the war period and also to diversify trade along new channels and to new 
markets. As to the objectives of the fiscal policy in relation to the anticipations on 
the course of international trade, it is necessary to stress that the Havana Charter 
on Trade and Employment and the obligations imposed under the Charter are likely 
to stand in the way of the development programmes of under-developed countries 
like India and the formulation of a full-fledged fiscal policy, including the adoption 
of non-fiscal measures, calculated to bring about a rapid industrialisation of the 
country. 

Question 52 —My Committee are emphatically of tho view that at no stage 
either in the process of implementing their industrial policy or in the facilitating the 
objectives of their fiscal policy is it necessary for Government or quasi-Government 
institutions to participate in foreign trade, neither in the short period or in the 
long run. Tho two issues of State participation in industry and State participation 
in trade are entirely different and the latter need not at all arise out of a policy of 
State control and management or protection awarded to an industry or industries. 
Arguments are often advanced to infer an implicit necessity for the State to en¬ 
croach upon the normal sphere of trading activities from the bilateral commitments 
entered into between India and certain foreign countries as well as the development 
and growth of industries under our industrial policy. Apart from the fundamental 
defects in a system of State trading it runs counter to the very basic principles of 
freedom of trade inherent in the national economy of a democratic countiy. The 
necessary incentive to that degree of initiative and efficiency upon which progress 
is built up in business undertakings will be lacking in any organisation of trade set 
up by the State. Even from the point of view of practical results, with the lack of 
necessary knowledge and traditional experience, it is doubtful whether a State 
organization can facilitate the main objective of the fiscal policy, viz. the growth 
and development of industries. The result of Government participation in the 
trade of certain essential articles has already involved the country in heavy loss. 
My Committee, therefore, see no need or justification for the State entering the 
sphere of trade and are opposed to State trading in any shape or form. 

Question 53 .—In view of the answers to the previous question, an answer to 
this question does not arise. 

Questions 54 and 55 .—The non-fiscal measures which Government should 
adopt for implementation and furtherance of a comprehensive policy of industrial 
development may be briefly stated as under :—supply of essential industrial raw 
materials, plant and machinery ; cheap fuel and power ; cheap, adequate and 
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•quick transport for the movement of raw, semi-processed and finished products ; 
technical personnel of different grades ; technical information about industrial 
methods and processes, and industrial finance and such other concessions and fa¬ 
cilities as may help the rapid industrial development of the country. 

Questions 50 and 57. —In order to establish the necessary co-operation between 
industry and trade and Government and to provide for the orderly supply of the 
facilities of the non-fiscal nature, the constitution of an Active Committee consisting 
of representatives of the Ministries of Industries and Commerce and accredited 
non-official representatives of trade, commerce and industry is suggested. The 
trade and industry can represent to this Committee their particular needs and re¬ 
quirements and the assistance which they may seek from time to time in respect of 
them. This Committee can also act as a Central organisation maintaining a close 
liaison between the industries on the one hand and Government on the other. 

Questions 58 and 59. —It is not possible to review the effects of the working of 
the Imperial Preference on Indian trade and industry, as there are more than two 
•opinions on the subject. Imperial Preference in the context in which it was first 
applied to our tariff system was not popular, inasmuch as its application has ad¬ 
versely affected our trade and industry. The question now to be considered will 
be whether it should be abandoned altogether or whether the principle as such 
should be accepted and provision made for. the application of the same wherever 
it is found to yield beneficial results in the process of expansion of our trade and 
•development of industry. In other words, the principle of Preference should be 
judged on its merits and the uses to which it can be advantageously put in the 
formative period of our industries. The retention of the freedom of having a pre¬ 
ferential tariff wherever it is found necessary is desirable, and preferences given in 
irespect of any commodities should be judged separately on individual merits of the 
case and the same should be negotiated on a reciprocal and mutually advantageous 
basis. 

Questions 00 to 03. —It is not feasible to examine the effects of the preferences 
granted and received by India on (a) expansion of trade, ( b ) customs revenues, 
and (c) price levels of preferred commodities in view of the paucity of necessary 
statistical data and the fact that the agreements have been entered into only re¬ 
cently. It is only when normal conditions are established in the internal economy 
of the countries and the flow of trade is determined by peace time economic factors 
that it would be profitable to correctly evaluate the effects of preferences to know 
"the advantages or disadvantages thereof. 

Question 04. —Preferences are not likely to confer any bargaining strength on 
India vis-a-vis the United Kingdom and Commonwealth countries, They can 
confer only certain mutual economic advantages dictated by the relative importance 
of the commodities or articles on which they would like to exchange preferences. 
In respect of non-Commonwealth countries the existance of preferences with the 
United Kingdom may possible reduce our bargaining strength if there are com¬ 
modities with them which India is badly in need of or would like to import in largo 
quantities. 

Question 05. —The desirability of continuing the existing preferences between- 
India and U. K., India and the other Dominions and India and other British terri¬ 
tories will largely depend on the advantages or disadvantages derived from the same. 
Inasmuch as preferences in general with U. K. or Commonwealth countries are 
likely to reduce our bargaining strength with non-Commonwealth countries, they 
should be continued only to the extent that they do not seriously affect our trade 
with other countries outside the Commonwealth. They should be subject to perio¬ 
dical revision and modification. ' 

Question 06. —It is generally recognised that industries receiving protection 
or assistance from Go\ ernment owe certain reciprocal obligations to the com¬ 
munity as a whole, inasmuch as the latter undertakes willingly to accept the 
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burdens consequent upon the protection granted to industries. Such industries 
must therefore seek'to achieve substantial progress by reducing costs resulting from 
the application of research in the technique of production, expansion in the size of 
operations and such other factors which contribute to economies in the pro- 
cess of manufacture. They have also a general obligation to other ancillary indus¬ 
tries and services. 

(b) ( i ) The regulation of price policy and price structure of an industry is an 
extremely complex mechanism and under normal circumstances no attempt should 
be made to interfere with the price structure of an industry, as it is determined by 
factors affecting general price level as also price levels of other industries which are 
related to the protected industry. 

(it) With the progressive development of industries, there should be a gradual 
improvement in the living conditions of labour and in their welfare. Recent Govern¬ 
ment legislation amply provides for such an improvement, and since these legisla¬ 
tive measures will apply to the whole field of industries, no special legislation is 
necessary for safeguarding interests of labour in protected industries. 

(in) and (tv) This has been dealt with in answers to questions 54 and 55: 

(v) Protected industries should undertake the training of apprentices and 
Government scholars and stipendiaries to the extent to which there is scope and 
capacity for the same. 

Question 67 The formation of monopolistic combines which are likely to 
pursue policies resulting in the adoption of restrictive practices in regard to pro¬ 
duction, distribution or prices, methods which arc likely to prove harmful to the 
interests of the community as a whole should necessarily be discouraged. The for¬ 
mation of associations which are not intended to be monopolistic in character but 
have the primary object of regulating sales and distribution in a cheap and economic 
manner should, however, be permissible. 

Question 68 .—The financial structure of the industries under protection must 
admittedly be based on sound lines, and since the same is likely to be considered 
by the Tariff Board while examining the cases of industries seeking protection, 
it is not necessary to lay down specific conditions regarding it. 

Question 6'J .—It is not necessary to make any special arrangement for the 
control of quality of the products of the protected industries, as the Indian Stan¬ 
dards Institution is understood to be functioning to attain the same objective. 

Question 70 .—The obligations should not be embodied in relative statutes 
dealing with protected or assisted industries. This should be left to be prescribed 
by the tariff making machinery on an ad hoc basis in each individual case of in¬ 
dustry seeking protection or assistance. 

Question 71 .—No special administrative machinery is necessary for imple¬ 
menting the obligations of protected and assisted industries. This function should, 
be entrusted to the special wing of the tariff making machinery. 

Question 72-77 .—The existing administrative organisation will not be ade¬ 
quate to deal with, the problems of implementation that may arise out of Govern¬ 
ment’s acceptance of a comprehensive policy as regards (i) fiscal measures, and 
(ii) non-fiscal measures. The fiscal, commercial and industrial aspects of every 
proposal will not only require the most careful scrutiny and examination, but may 
also necessitate technical inquiries in a number of cases. This aspect should be 
entrusted to an independent authoritative body like a statutory Tariff Board which 
alone can take a broad and comprehensive view of the economic development of the 
country as a whole and recommend for the implementation of such fiscal and 
non-fiscal measures as are likely to achieve the objective of balanced industrial; 
development. This naturally implies that the scope and functions of the Tariff 
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Board will have to be considerably enlarged and suitable organisational changes- 
will have to be effected for the purpose. The supreme need of the hour is not the 
appointment of Committees or Commissions but the implementation of the pro¬ 
gramme of industrialisation and execution of the plans already formulated under the 
same. As to the suggestion that a comprehensive organisation of the nature of a 
Trade and Industrial Planning Commission sub-divided into suitable branches to 
deal with planning and execution of various measures relating to tariffs, other fiscal 
measures and non-fiscal measures, be set up for the purpose, my Committee are of 
the opinion that while the function of planning may be entrusted to the Trade 
and Industrial Planning Commission, if and when such a body is deemed neces¬ 
sary, the function of implementing the fiscal policy should be entrusted to a spe¬ 
cialised organisation like the statutory Tariff Board. It is also suggested that 
a technical organisation comprising of different sections pertaining to technical opera¬ 
tions, specialised investigations in respect of the conditions of industries, trade qnd 
commerce, various aspects of tariffs and maintenance of relevant statistics, and 
costs accounts, should be attached to the Tariff Board, to assist it at every stage 
of its work. 

Question 78. — (i) The Tariff Board should be both permanent and statutory 
with its powers and functions clearly defined. A statutory position for the Tariff 
Board will not only confer on it high standing, but will also attract competent men 
of ability and integrity to serve on the Board. In addition, a permanent statutory 
Board will ensure consistency and continuity of policy and make for efficient and 
speedy despatch of work, as compared to the ad hoc boards, which were appointed 
from time to time for investigating the claims of industries for protection. 

(h) The members of the Tariff Board should be men of ability, of integrity 
and of impartiality, other desirable qualifications being a knowledge of economics 
and a practical acquaintance with business affairs. The Board should consist of 
a Chairman and a minimum of 5 members, the tenure of office being ordinarily 
five years, members being removable either for incapacity, misbehaviour or an act 
of moral turpitude. The Board should also have two representatives of trade,. 
commerce and industry as assessors. While Government officers may not be 
excluded from holding office on the Board, it should be ensured that tw.o-thirds 
of the members should be independent officials. 

Question 79 .—The Tariff Board, should be one with sufficiently wide power 
so as to be able to undertake investigations on its own initiative, under certain, 
circumstances and even review the progress of protected industries from time to 
time. While the Board should be mainly an advisory body in character and the 
powers of final decision should naturally rest in Government, the range of powers 
and functions entrusted to it should be wide and comprehensive. It may be ob¬ 
served that the recommendations made by the Indian Fiscal Commission in 1921-22 
as to the. appropriate functions of the Tariff Board did not merely confine themselves 
to the investigations of the claims of tariff protection as determined by the triple 
formula, but included a large number of other functions, such as reporting the 
'effects of excise duties on Indian industries, studying the effects of tariff policy on 
the cost of living, besides enquiries into allegations of dumping and complaints of 
discriminatory treatment in foreign countries and recommending assistance to key 
industries essential for national defence. The functions to be entrusted to the 
Board should cover those prescribed, by the Fiscal Commission of 1921-22 and those 
assigned to the interim as well as the reconstituted Tariff Boards of 1245 and 1247. 

Question 80 .—While the functions of the present Indian Tariff Board, as laid 
down from time to time since Novemberl945 may be deemed to be adequate for the, 
limited purpose for which they are intended, they do not cover the whole rahge of' 
functions which a permanent statutory Tariff Board must perform for the imple¬ 
mentation of the country’s long term fiscal policy. It is true that some additional 
functions have been assigned to the present body, but the present machinery ia 
intended to be an interim body primarily concerned with the question of war time 
industries. 
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Question 81. —The institution of a technical organisation to assist the Board 
will greatly facilitate the work of the Tariff Board and will he conductive to a more 
efficient discharge of its duties. 

Question 82. —The present procedure must be liberalised and the Tariff 
Board besides considering the case of applicant industries must have the necessary 
authority to investigate the cases of such industries, as are essential to the national 
economy and deserve to be developed and recommended ways and means, includ¬ 
ing protective measures, deemed necessary for the purpose. 

Question 83. —Observations made in question 82 should also apply to small 
and unorganised industries. 

Question 84. —The Tariff Board should be fully authorised to initiate inquiries 
or receive applications fcr protection, without the same being first submitted to 
Government for its prior approval as to whether a prima facie case had been made 
-out by the industry or not. 

Question 85. —The inquiries by the Tariff Board should be completed as ex¬ 
peditiously as possible, and Government must adopt the convention, that their 
decision on the Board’s recommendation should be notified to the public within a 
period of two months of the submission of the Report. 

Question 86. —No observations to make. 

Question 87. —The recommendations embodied in the Report of the Tariff 
Board, in respect of any industry or problem having been made after an elaborate 
and impartial inquiry by a competent body should be normally accepted by Govern¬ 
ment. In case, Government have strong reasons for rejecting the recommendations 
of the Board, the same should, be published. 

Question 88. — (a) Yes. 

(6) Yes. Since the post-war fiscal policy may have to be modified to suit the 
- changing conditions, it is not advisable to embody the general principles governing 
tariff policy, the general procedure to be followed in tariff inquiries and the manner 
of enforcement of the obligations of protected or assisted industries in the Act cons¬ 
tituting the Board. 

(c) This is covered by the answer to (b) above. 

Question No. 89. —The basic aim underlying the Havana Charter is the at¬ 
tainment of high standard of living, full employment and conditions of economic 
and social progress. India will for some years to come have to increasingly depend 
on industrially advanced countries for the supply of capital goods and technical 
personnel, and in spite of the large domestic market, and plentiful natuial resources 
the pattern of our export trade will hav to be developed on a multilateral baMS. 
This being so, we are naturally interested in promoting expansion of world trade. 
Our own schemes of expansion and economic development will have to largely de¬ 
pend upon international co-operation and maintenance of high level of employ¬ 
ment and activity in other parts of the world. Viewed from this angle, my Com¬ 
mittee approve the basic purpose and objectives underlying the Ha\ ana Charter 
on Trade and Employment. 

Questions 90 and 91. —My Committee are given to understand that this 
Chapter on Economic Development and Reconstruction w'as specially incorporated 
at the instance of industrially backward and under-developed countries. It is per¬ 
tinent to observe that the articles under the Charter recognise only in a partial and 
*. qualified manner the special needs and requirements of underdeveloped countries. 
While the right to utilise particular measures for the promotion of economic de¬ 
velopment is recognised; the clause requiring the prior approval of the I. T. O. 
for imposing certain protective measures is re tained,. It would have been more 
.appropriate if the right of the industrially backward and under-developed eoun. 
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tries to utilise protective measures such as quantitative restrictions were fully re¬ 
cognised in the Charter, subject, however, to a subsequent review by the I.T.O. 

Question 92. —Encouragement of international flow of capital for productive^ 
investment is now incorporated among the purpose and objective of the I.T.O. 
Government’s declared, policy in regard to the position of foreign capital in India 
specifies the terms and conditions which are not only in full accord with the 
requirements laid, down in the Charter but go a little beyond. Generally speaking, 
the provisions in the Charter with the necessary safeguards fairly meet with the 
requirements of India in respect of foreign investments. It should, however, be* 
ensured that India will not be precluded from extending or confining direct govern¬ 
mental assistance in the form of protective measures to industries the ownership 
of which is preponderatingly in national hands. 

Question 93.—Commercial Policy. —An analysis of the various aspects of the* 
Commercial Policy as embodied in the Charter reveals that the Charter has failed 
to show an adequate appreciation of the point of view of the under-developed 
countries. Although it is true that several exceptions and reservations have been 
made in respect of various important sections relating to Commercial Policy, it 
is necessary to observe that the same have been largely inspired with a view to safe¬ 
guarding the interests of the industrially advanced countries. Instead of conceding 
the right of industrially backward countries to resort to a legitimate use of tariffs, 
quantitative restrictions, subsidies, etc. solely for protective purposes, as a means 
of bringing about rapid, industrial development in these areas, the same has been 
hedged in by several conditions and limitations including the clause requiring prior 
approval of the I. T. 0. However simplified, the procedure regarding prior ap¬ 
proval of the I. T. 0, may be, it d-oes involve an unwaranted. external interference 
with the competency of a country like India to protect her own industries by suit¬ 
able measures. In the case of agrariaji countries which have the task of evolving 
balanced economies with a view to raising the depressed standard of livng of their 
peoples, these limitations are likely to act in an obstructive manner. As the pro¬ 
visions of the Charter stand at present, it is extremelydoubtful whether India can 
freely resort to various protective measures such as quantitative controls, tariffs 
and subsidies. It must be remembered that these are not made with a view to 
limiting volume of trade nor for discriminatory purposes, but solely for expanding 
production and employment at home in order to raise the living standards of the 
people, an objective which is in consonance with the declared object and purposes 
of the Charter. 

Questions 94 and 95 : Tariffs and Preferences. —The Charter requires each, 
member of the I. T. 0., upon request frem other member or members to enter into 
and carry out negotiations directed to substantial reduction of the general level of 
tariffs and other charges on imports and exports and to the elimination of Prefer¬ 
ences on a reciprocal and mutually advantageous basis. From the point of view 
of India, in view of the fact that the protective duties are few in number and the 
general level of the same being moderate, there exists comparatively little scope for 
tariff reductions. There is, however, sufficient scope for reductions of tariffs and. 
elimination of preferences on the part of leading trading- nations of the world. For 
this reason, it is maintained that it would be manifestly unjust to expect indus¬ 
trially backward countries to offer reductions in tariffs. It is also necessary to 
draw a clear distinction between tariffs imposed for restricting trade and manipu¬ 
lating balance of payments position and protective tariffs intended for develop¬ 
ment of domestic production- and increasing employment. 

Quantitative restrictions. —The Havana Charter requires general elimination of 
quantitative restrictions as a principle under special circumstances and subject to>- 
certain exemptions. It is felt that India will be entitled to avail herself of the above 
exceptions during the period of her present un-balance in trade and critical balance 
of payments position. All the same, it would seem that the use of quantitative- 
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.restrictions as an important normal protective measure is ruled out by the Charter 
which does not appear to be justified. If India is to proceed with her plan of in¬ 
dustrialisation, quantitative restrictions will beome necessary. In this view of 
the case, it is urged that necessary provisions should have been included in the 
Charter so as to enable backward countries to use quantitative restrictions as a 
protective measure to develop or establish industries which would otherwise be 
exposed to special difficulties. 

Subsidies. —While my Committee generally welcome the provisions in rela¬ 
tion to subsidies inasmuch as they provide sufficient safeguard against dumping and 
other forms of unfair competition, they hold the view that the Havana Charter 
does not accord full recognition to the important role which subsidies can play in 
industrially backward and under-developed countries as a method of giving protec¬ 
tion. My Committee strongly feel that though an industrially backward country 
may not be able to make an extensive use of bounties or subsidies, the use of 
•subsidies for protective purposes must be definitely recognised. 

In the opinion of my Committee, the major defects in the various articles under 
Commercial Policy are not likely to harm our trade or industry in the short period 
inasmuch as sufficient exceptions and reservations have been provided in the Char¬ 
ter whereby industries established between 1939 and 1948 can be protected as well 
as release from the various obligations can be obtained during balance of pay¬ 
ments difficulties. However, it is feared that from a long term point of view the 
provisions regarding Commercial Policy are likely to impose restrictions on our 
freedom to utilise suitable measures of protection necessary for bringing about a 
.rapid industrialisation of the country. 

Questions 96, 97 and 98. —Have already been dealt with. 

Question 99. —My Committee are in agreement with the general objectives 
underlying the General Agreement on Tariffs and Trade. As regards the provisions 
relating to Commercial Policy, they do not fully meet with the needs and require¬ 
ments of an under-developed country like India. 

Question 100. —It is submitted that a proper evaluation of the General Agree¬ 
ment on Tariffs and Trade should be made having regard to the altered conditions 
.and the consequent effects on the composition of our foreign trade. 

Questions 101 and 102. —Since the concessions reciprocally granted and re- 
ceived are in operation only over a short period, it is not possible to have a proper 
.evaluation which can be made only sometime in 1950. 

Question 103. —The spirit in which the contracting parties are working the 
provisions of the agreement can only be judged after watching the experience and 
-result of the working of the same over a reasonable period of time. 

Question 104. —A decision may be deferred till the latter half of 1950 when the 
-relative advantages can be examined in a proper perspective. 

As regards the question of the attitude of India to the Havana Charter, it is 
suggested that the Fiscal Commission should give due consideration to the feasi¬ 
bility of recommending to Government the desirability of postponing a definite 
decision for a period of about one year, particularly in view of the fact that the 
country is passing through a transitional period. . 

In conclusion, I am to express the hope that the view’s of my Committee on 
the various issues arising out of the questionnaire will receive due and careful con¬ 
sideration of the Commission. 
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THE INDIAN NATIONAL TRADE UNION CONGRESS 

Need for overhauling fiscal policy 

It would be a platitude to say that fiscal policy is an important instrument in 
shaping the industrial and financial organisation and activity of a nation, both on a 
short-range and long-range basis. 

It, again, Would be a repetition of the commonplace knowledge to say that 
this instrument was utilised in this country by the former alien rulers naturally 
for their own ends and to suit their own interests. 

The need therefore to scrutinise, re-orient and overhaul the whole of fiscal 
policy and programme thereunder is equally obvious. What is more, it is acute 
•and long overdue. 


Consideration of future policy more important 

As indicated by the categorical and clear statement made above, we attach 
more importance to a consideration of the basis of the policy and its application in 
future, rather than to an examination of the defaults and defects, in the matter in 
the past. 


Setting of Socio-economic objectives : Basis of our approach 

Concentrating accordingly our attention on this main theme of the subject, 
it will naturally be necessary in the first instance to set down broad and basic out¬ 
lines of our national economy as we desire to and can evolve it, both on a short- 
range and long-range basis, keeping in view all the relevent and salient features of 
the socio-economic make-up of our country and its potentialities. 

To us the following points seem to be clear in this connection :— 

1. Our national economy must be developed on a self-sufficiency basis : Self- 
sufficiency in respect of at least the vital needs should be attained regionwise and 
an overall self-sufficiency ought to be reached on the national basis. 

2. Mixed Farming and in most places Handloom Industry will thus be the 
universal bulwork of our national economy ; while each region will have its Bpecial 
cottage industry or industries besides. This is true on a permanent basis for this 
country and is the more so specially in regard to the immediate and interim period 
during which any speedy and material progress with industrialisation involving 
huge fixed capital expenditure seems to be beset with several difficulties. 

3. Basic and large-scale industries will be developed on a national basis, ».e., 
such as may be indicated by the maximum combination of favourable factors. 
Priorities will have necessarily to be fixed very carefully in this connection. 

4. Auxiliary and multipurpose schemes like those for Transport and Hydro 
electric power development also must necessarily find their appropriate place and 
fit in well with the above. 

5. Equally important an aspect of our Socio-economy is that pertaining to 
Distribution ; and in this connection the I.N.T.U.C. has categorically demanded that 
all individual incomes should be brought within a range of Rs. 100 to Rs. 1,200. 

Out present difficulties 

The above seem to be feasible objectives for our national economy. Looking 
to the present state of affairs, however, it appears as if we shall have to start from 
scratch. For our economic condition—today is quite unsatisfactory indeed. We 
are forced to import large quantities of food-grain to feed our millions even on the 
existing under nutrition level. The production of raw materials for our main in. 
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dustries like cotton, jute and sugar is materially short of our requirement. The 
organisation and efficiency of such industries as we have, leave much to be desired,, 
and there is an universal complaint that they are really in a bad way. The trans¬ 
port system is still strained and inadequate, though latterly some improvement is 
noticeable. Trade and commerce seem unfortunately to be only making matters; 
worse, with every conceivable malpractice appearing at some point or the other 
for narrow selfish interests of a few. Capital is made “ Shy ” and as it were a full 
blown conspiracy is gaining ground to thwart all attempts at rehabilitating our 
national economy and securing a steady, even if slow, rise in the standard of living; 
of the people. 

It is needless to dilate on this point. For already there is in this connection, 
any amount of laments and exhortations forthcoming from all sorts of people and 
many quarters. We have instead to point out to the obvious and already amply- 
proved futility of such laments and exhortations, and to the essential need, which 
this hard experience itself has demonstrated, of well planned and co-ordinated 
efforts, of concrete efforts. 

Need for Planning 

Let it be clear, therefore, that we attach a great deal of importance to planning- 
in,the sphere of our national economy. This is conspicuous by its absence ; and a 
very heavy penalty for the default has to be borne by the people of our country 
today. The first and preliminary requisite, therefore, is to decide to and according¬ 
ly embark upon planned economy. It may be clarified that this would be quite 
consistent with the policy of controlled and mixed economy which our Govern¬ 
ment seem to have decided upon. It may further be asserted that the poor re¬ 
sults so far accruing from this otherwise sound policy, can in fact and mainly 
be traced to the weakness in respect of planning for developing our National Econo¬ 
my on an integrated basis, which thus would appear to be the necessary back¬ 
ground and a sine quanon for success of any particular government policy or mea¬ 
sure in the sphere. 

Fiscal policy too must likewise form a part of and fit in well with such an in 
tegrated plan for development and pattern of the nation’s economy. 

It may be clear at this stage that the basic plan may be a rather broad and 
general framework ; but it must be well-conceived and, what is equally im¬ 
portant, well-understood not only by those directly concerned, but, in its essentials, 
also by our people at large, so that everybody knows where he stands and what he is 
expected to do in the whole setting. 

For this purpose, as also for the purpose of unity and continuity so essential, 
if speedy and material results are to accrue, the plan must be adopted as a stable- 
and uniform basis for some length of time. 

Fiscal Policy must be an organic part of the integrated plan 

Vis-a-vis these considerations, it is submitted that our fiscal policy and the 
machinery thereunder must not be mere piecemeal and ad hoc adjuncts of our ad¬ 
ministration of public finance ; but they must be developed into a permanent 
and organic part of the comprehensive and integrated plan as indicated above. 

It is needless to add that the organisation must include a well-equipped stat¬ 
istics, information and Research Section, which should carry detailed and careful 
investigations into the condition, working and prospects of the various industries 
and their respective place in the country’s economy. 

At the top, the Board itself should have about 5 members of unimpeachable 
integrity and with a background of long and meritorious service in the sphere of 
socio-economic affairs. 

The Board should be free to take the initiative in covering any particular 
■existing or new industry within its purview. 
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Its recommendations should be considered by the National Planning Com¬ 
mission, which, it should be clear from our foregoing remarks regarding planning, 
must be appointed at the earliest. 

The decisions of the National Planning Commission should generally be- 
adopted by the Government. 

The need and possibility of immediate action 

Here a partinent question is raised. It is this that inasmuch-as the whole 
matter, in its contents and by its very nature, is not merely economic but also 
socio-political, would it be feasible for the present Government to set to work 
about it on the lines suggested above, before the country gives a clear indication 
of its mind in the forthcoming general elections 1 

Our unhesitating and only answer to this question is in the affirmative. This 
is for two reasons. Firstly there is the clear and inevitable need for such action, 
without which we shall be facing something like a complete disintegration of our 
socio-economic fabric. Secondly, we believe such action to be quite appropriate 
and possible for the present Government to undertake. The plan put forward by 
the Economic Programme Committee set up by the All India Congress Committee, 
can well serve as a broad basis for such action, for it may be noted that the plan is 
subscribed to not only by the Congress High Command but also by the leader of 
the present opposition party of Socialist. 

Warning against Doctrinnaire or Dogmatic approach 

A note of warning must however be sounded here against any merely doctrin¬ 
naire or dogmatic approach, which unfortunately is seen to be the destiny generally 
of all the enthusiasm over planning in evidence these days. Bigotism and fanaticism, 
in any form or degree, are harmlul in everything that affects the welfare and pro¬ 
gress of the community ; but in the socio-economic sphere their effects are almost 
disastrous, at any rate in the long run. It may sound commonplace ; but alas ; the 
need to emphasise it does exist, that economics do not lend themselves to any ar¬ 
bitrary cut and dry theories or formulae. Even so, we generally find persons that 
matter in this sphere are only too prone to submit to the obsolete pattern of 
economic thought left over by the former ruling race. 

It must be admitted also that there is visible equally unrealistic a reaction in 
the quarters at the opposite end. 

And the sum total of the whole situation is confusion. 

Or eater initiative, alertness and steady efforts needed 

The haze has to be patiently and carefully cleared and the way to progress- 
has to be found out with the aid of landmarks which really exist and are not a mere- 
make-believe. 

In this way there may be no great chance of very speedy and impressionable- 
achievement. Yet for peaceful and lasting progress, which clearly is our objec¬ 
tive, no other course seems to be better or even possible. 

But let it be realised that this seemingly modest course calls for alertness and 
unceasing and systematic efforts. In fact it calls for greater initiative and toil 
because it is a course which has concrete performance and not a mere utopia for 
its objective. It must be admitted that this alertness, initiative and effort are 
to-day very much lacking in all concerned. 

Thus it is that we have to begin, as it were, from scratch. 

Conclusion 

In these circumstances, a simple, practical and a short-term rather than a long¬ 
term plan, which can directly and comparatively easily be evolved from a realistic 
appraisal of our more pressing needs and potential resources to meet them, a plan 
which can thus be readily conceived, explained, understood and consequently im¬ 
plemented is our preliminary necessity,- 
18 M. of Com. 
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This plan then should be the basis for the unified national activity, second in 
importance, if such comparisons there could be, only to our Constitution. 

Examining various aspects 

All this is said in unfortunately unavoidable general terms. Let us however 
try to be as specifically clear about the subject as we possibly can. 

In this, we shall follow the natural sequence, as we have done when enlisting 
at the beginning, the 5 basic points for developing our national economy. Let 
it be clear, however, that the sequence does not indicate that in order of importance 
or time the next item is secondary or is only to follow the first. Such differentia¬ 
tion would be arbitrary ; and in fact there would have to be simultaneous and al- 
round drive involving a minimum programme in each of the important sectors, 
•which must be co-ordinated inter se. 

Agriculture.—Effects of partition 

Let us, then, take Agriculture in the first instance. The most important fact 
to be kept in view as the background while considering for our immediate pur¬ 
pose this part of the subject specially, is the dislocation caused by partition and 
subsequent non-co-operative attitude of Pakistan. There have of course been 
some pleasant expressions of goodwill and all that from both sides, especially from 
ours ; but these have proved to be merely pious utterances befitting ceremonial 
occasions. When they were anything more and really sincere, their contents and 
spirit were too sublime for the millions on either side of the wall to follow. This 
real position irrational and unfortunate though it be, has to be understood and 
accepted by ,us. 

To meet it adequately we must put forth all our determination, discretion 
and endeavour : for the task is indeed extremely difficult. In brief it is this that 
we shall have to make good within a couple of years at the most, all our deficit in 
food-grain, cotton and raw jute. 

The problem of attaining self-sufficiency in regard to food-grain is doubly 
difficult because a material portion of the present acreage will have to be diverted to 
cultivation of cotton and jute. The loss of the rice-growing land, which will grow 
jute instead, will be particularly heavier because on rice the land feeds more mouths 
than on any other food-grain. 

It will be noticed, all the same, that we take this shift in production from that 
of food-grain to cotton and jute for granted. We see no alternative and the reasons 
for this are obvious to need special mention. 

Suggestions 

The following measures are indicated in the circumstances :— 

1. Utilization of all the cultivable land. 

2. Increasing yield thereon, by 

(A) Supplying incentive to the cultivator by adopting a much more radical 
reform of land tenure systems than any which have so far been adopted 
and which have more or less failed to create necessary material con¬ 
ditions, not to speak of a proper psychological background for such 
incentive. 

•(B) Introducing an element of healthy—compulsion in the form of laws 
for Agriculture, such as the one that was proposed—and unfortunately 
dropped ultimately in Madras, which would give powers to Govern¬ 
ment to issue directives for regional control, co-ordination and im¬ 
provement of agriculture. 

<C) Concentrating the activity of the Agriculture Departments and all the 
possible non-official agencies on the minimum, simple and provenly 
effective essentials in respect of the region concerned like the standard 
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rotation of crops, only the best obtainable seed or strain, the most 
suitable instrument and system of tilling and so on. 

'(D) Developing initiative and collective action in the rural people : while 
each one cultivates his own field, all must be made conscious of the 
need for attacking their common problems together and must be led in 
collective action to • combat erosion, water supply, sanitation and 
similar problems. 

(E) Supporting the progress by supplementary measures both on volun¬ 
tary basis and, when necessary, by compulsion, as in regard to pre¬ 
vention of anti-social and wasteful customs, etc. 

Two related problems 

Even w'hen all this is done it will be necessary to make their results attained 
go a longer way than at present ; and in this connection two most important and 
seripus considerations at once arise. . 

Population 

The first is the one regarding our population problem. It is surprising, and 
when contrasted against its far-reaching and grave implications, it is disturbing 
to find how little attention is being given to this aspect of our socio-economy. In 
fact it is a subject by itself. We can however only make a brief but clear state¬ 
ment here that those responsible to lead and govern this country must at once 
take a realistic view of the whole question and see to it that we immediately begin 
tackling it on the lines suggested below :— 

A. Sterilising the whole of our begger classes, which should not be too diffi¬ 

cult considering the tendency of the beggers to concentrate only in 
our cities and towns. 

B. Raising marriageable age limits. 

C. Social enlightenment and uplift. 

Balanced Diet 

The other problem is of correct nutrition. It is admitted that the diet, even 
•on available food articles, can be very much improved upon, so as to bring both 
•economy and better health. Very little is being done in this direction. This omis¬ 
sion too must be made good by popularising balanced diets evolved as nearly as 
possible to the current diet of the respective regions. 

Agriculture as feeding Industry and Trade 

Coming next to the point, where Agriculture feeds the Industry and Trade 
■of the Country it will be realised that not only out of our immediate necessity and 
as an expediency, but in fact from the point of fundamental policy and permanent 
results also, our agriculture must be put on a footing. If, therefore, some of our 
ambitious Industrial Schemes have to be postponed for the time being, let us not 
be disheartened but let our full effort be devoted to toning up our Agriculture, 
which will thus serve a sound basis for the rest of our socio-economy. 

A few suggestions, which we consider important have already been put for¬ 
ward in this connection. They pertain mostly to measures for improving and in- 
icreasing our Agricultural production. It will, however, be necessary to regulate the 
kind of produce also, in accordance with our needs of our internal consumption 
and external trade. 

Apart from direct control measures to secure this object. Tariff Policy also 
•will have to be employed towards this end. 

To begin with, then, there cannot be allowed exports of any produce which 
could be utilised to make good our national deficiency in food on a balanced diet 
basis. 

Only second in order of degree but of the same kind of importance is the case- 
of produce of raw materials for our Industries. 
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From the point of our Trade, possibilities of converting our primary produce 
into manufactured or semi-manufactured articles, preferably through Cottage 
industries, must be fully explored and the Tariff schedule modified accordingly. 
Thus it would be advantageous obviously to the country to export Oil, Tanned 
Leather, Bone meal etc. in place of Oil-seeds, hides and bones respectively. 

Apart from Tariff measures, it will be equally necessary to improve and standar¬ 
dise quality of the export commodities, to minimise scope for and regulate activi¬ 
ties of middlemen, and to discourage speculation. To secure this, there must be 
the closest of co-operation and co-ordination in the working of the Departments- 
concerned. 

All these measures will together have definite beneficial results on our Agri¬ 
culture which will then serve as a sound foundation for the whole of our economic- 
activities. 


Cottage Industries 

Next, we have to consider the question of productive occupations allied with- 
Agriculture and Cottage Industries. 

The first thing that we have to stress in this connection is the need to change- 
our conservative and predominently agronomical pattern of farming into what is 
called mixed farming. Thus, every possibility of irrigation, even that cm a localised 
and modest scale, must be fully exploited. Horticulture must be encouraged, 
and dairy also must become a necessary adjunct of each farm, though of course, 
varying in size with the same. 

We think it necessary to point out in this connection that the impression often 
gathered and expressed rather easy goingly, that our cultivator has in him all the 
experience and wisdom of ages past, cannot in fact be true in all respects and for all 
the time. At any rate, it mu^t not be allowed to lead us to complacency and 
inertia ; though, of course, we must avoid the other extreme of rejecting wholesale 
the old pattern and of proposing absurd substitutes. 

If we thus approach the whole matter in a realistic manner and with the deter¬ 
mination to introduce reform where necessary, we shall succeed, in course of the 
coming few' years, to convert, with material and alround benefit, the present almost 
solely agronomical farming into mixed farming as suggested above. 

This, by itself, would provide larger scope for subsidiary productive occupa¬ 
tions in Rural areas. 

As to other cottage industries, it is well known how, being left to their own fate, 
they have come to grief, with consequent disintegration of our traditional pattern 
of socioeconomy. While it may not be possible or even desirable to- try to remould 
that same pattern, it would all the same be necessary, if we desire to attain wide¬ 
spread economic recovery and a general rise in the people’s standard of living, to 
resusciate our cottage industries on a well considered plan. 

Sphere 

In this connection, it would be necessary, in the first instance to demarcate as 
nearly as possible the sphere of the cottage industry from that of the large scale 
manufacturing industry. 

Thus the sphere of arts and handicrafts is distinctly their own. When we 
come to think of it, we realise how little attention has been given in this direction, 
oven though potentialities seem to be almost unlimited there. It will be the duty 
of the Government, therefore, to pick up all the remaining or developing elements in 
this sphere and offer them every encouragement and necessary help by measures 
like training facilities, loans, advertisements and sales services etc. The products 
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may Form particularly important an item for our export trade ; and as such it 
would be in our interest not only to give them protective treatment within the 
country, but also to popularise them outside oy an intense propaganda drive. 

Coming next to the sphere of eottage industries vis a vis large-scale manufacture 
we would suggest that the latter should be made to serve, as far as possible, our 
eottage industries and competition between the two should be particularly avoided. 
Thus the cottage industry of leather goods could be served by the large scale in¬ 
dustry of leather tanning in the form of supplying cheap and well tanned leather. 
Similarly, Textile Mills could be made to serve the handloom weaving industry 
and the competition between the two could be avoided considerably by concentrating 
the spinning process, as far as possible, in the mills and restricting their weaving 
to counts above, say, 20’s. 

As a broad and obvious principle, all those industries which involve simple 
processes and which are linked directly either to the primary agricultural produce 
on the one hand or to the consumers on the other are generally fit to be conducted 
as cottage industries, in the first instance in the rural areas and in the latter, in 
the urban areas also. 


Scope 

It would be easy to enlist quite a large number of cottage industries falling 
in line with this principle. But it would not be much worthwhile to do so. It 
would, instead, be preferable, from the point of securing tangible results, to select 
carefully a limited number only of such industries as will be most suitable to the 
region concerned and manageable so far as the part which the Government and 
other institutional agencies have t© play in their organisation and development. 

Initiative in Organisation 

Tor, let it be clear that this part is of almost determining importance. The 
individual craftsmen who could work as the pivot of the old cottage industry on 
family wise basis, cannot by himself get anywhere in the existing setting, where 
organisation is at least as important as productive skill and labour. In fact it is 
to be realised that the whole intiative will have to be taken through such appro¬ 
priate organisations by those who are responsible to lead and govern this country. 
Such an organisation will have thus to survey and prepare the whole ground, select 
the lines to be pursued, evolve a definite plan, collect all the requisities for im¬ 
plementing it, and then set the craftsman or worker to his job, while the sale and 
disposal of the output will again be the task for the organisation. 

Machinery 

The organisation must of course be so adaptable as to make it progressively the 
institution entirely of the class which it is meant to serve. From this point, a 
co-operative institution for each local and industrial area, federated at the district 
and provincial levels for the purposes of more specialised and effective supervision, 
co-ordination and control than at present is recommended. 

With the agency of such an organisation it should be possible to collect the 
necessary raw material in the region at the various properly located points of manu¬ 
facture, to improve and standardise the technique of manufacture, to train per¬ 
sonnel, to supply the finance and equipment for the units where necessary and 
lastly to collect grade, advertise and sell the products. For this purpose there cap 
be specialised subsidiary agencies and organisations as for creating Training facilities 
and for supplying credit. The main thing is that the agency should be such as can 
be relied upon and should enjoy full government recognition and adequate support 
amounting in fact to preferential treatment. 
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Suggestions 

The dctailfe can be worked out by a Cottage Industries Board, which should be 
formed as an important wing of the National Planning Commission. While rea¬ 
lising the need for a much closer and careful study of the whole subject at the time, 
we offer here a few suggestions which w'e consider to be rather important from the 
point of developing our cottage industries :— 

1. Surveys should be undertaken for exploring the possibilities of developing 

the various cottage industries in the different regions. 

2. Technical education and research w'ork in cottage industries should also be 

undertaken by the Government, as these Industries are unable to- 
meet any such extra expenditure in their present stage of growth. 

3. Subsidies and loans may be given by Provincial Governments. 

4. Power should be supplied at concessional rates. 

5. Concessional rates should also be given for Transport. 

6. Middlemen should be eliminated through Co-operative Societies. The 

existing law regarding co-operative Societies should be appropriately 
amended. 

7. Products of the Cottage Industries should be standardised. 

8. Full publicity to create suitable market within the country and outside 

should be carried. 

9. While drawing Tariff Schedules and Trade agreements with other coun¬ 

tries, particular care should be taken to protect the interests of the 
cottage industries concerned. 

We may sum up by expressing our definite and confident opinion that only on 
Strengthening our rural economy by improving agriculture and developing cottage 
industries, shall we be able to evolve a well balanced and therefore healthy 
national economy in place of the present lopsided and disjointed pattern. 

Role of organised Industry not to be belittled 

What we have stated above should not be construed to mean that we attach 
any the less of importance to development of large scale manufacturing industries 
and all the other components of a modern and efficient socioeconomic system. We 
have, on the other hand, already stated that it would not be possible, nor would 
it be desirable, to try to return to the now obsolete pattern based solely on agri¬ 
culture and allied occupations. Our emphasis on the need for putting these 
primary factors on a sound bas>s has, therefore, to be viewed in its correct setting 
viz., of the necessity of strengthening the very foundation of the whole of our na¬ 
tional economy and °f securing a well balanced and uniform development in both 
its rural and urban spheres. The emphasis does not thus imply any belittling of the 
role which organised industry has to play in our economic resconstructiott 
programmes. 

Basic Suggestions 

On a careful consideration of this role against the realistic background of our 
present circumstances, we have to put forward the following three broad sugges¬ 
tions :— 

1. We aught by all means and without loss of time ensure that our existing 
industries are put on a sound and efficient working basis. 

2. Government should take the initiative and see to it that basic or key in¬ 
dustries are set up one after another as demanded by fundamental needs of econo¬ 
mic development of the country and as permitted by all the resources available 
during the period of the short-term plan, as suggested above. 
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3. Other projects coming forth on private initiative should be examined care¬ 
fully but sympathetically and should receive each its due encouraging treatment 
on the basis of its respective and relative merits. 

Shift in Government policy necessary 

In respect of the first point, the objective should be to establish and attain 
definite optimum standards. It is indeed shocking to see how industries, even 
those which affect our people most vitally, continue to be mismanaged, without 
as it were, any serious cognisance being taken there of, not to speak of remedying 
it. In this, we are perpetrating, with suicidal effects, the legacy of theformer in¬ 
different Government of “not bothering about it” excepting for certain ad hoc 
calls as those arising, for example, out of a clamour for protection. It may sound 
harsh, but the truth must be told that even after all the bitter experience we have 
been going through, the consciousness that our organised industry is not the family 
affair of the few but is in fact the concern of the community, is still not developed 
in our Government to the degree of a living faith necessary for dynamic action. 

Let us make it clear that we are not bringing in an argument for nationalisation 
here. But our point is that the responsibility of taking the initiative and all the 
necessary and adequate action in pursuance thereof, to insist on the conduct of our 
industries in the best interests of the community, lies on the Government, and they 
have to be more alert and active than heretofore if this responsibility is to be pro¬ 
perly fulfilled. 

It will be necessary for this purpose to undertake careful investigations into the 
affairs and working of the various industries, beginning with the more important 
ones in the first instance, and to suggest reforms therein. In fact it will be necessary 
to keep a rather close and continuous watch over them, with a view to bring them 
up to the definite optimum standards as proposed above. 

The apprehension that such an approach will be treated by the capitalists as 
too much of an interference in their business, may be real, and may, in the beginning, 
seem serious also. But as the Government’s motive and determination for better¬ 
ment of the Industry in general interests will, in due course, become self-evident, 
such misgivings as may initially exist, will gradually be removed. The main 
thing is that all concerned have to be impressed that there is going to be a definite 
shift from the attitude of indifference and anarchy to that of an indulgent interests 
and discipline. The effect will be quite that desired and almost complete if the dis¬ 
cipline is enforced rationally and impartially, as between the capitalists and Labour, 
for example. Above everything, there must be that solicitude for vital interests of 
the people involved in the whole show, as will allow no quarters to impediments. 

Beneficial results expected 

By such an approach important conditions and factors in the working of our 
organised industry will be gradually but automatically standardised. This would 
be a very valuable gain, considering the anamolous state of affairs obtaining at 
present in the form of Cynical variations in respect of even such important items like- 
quality of product, profit-margin etc. 

It may be worth while incidentally to point out the significance of these two- 
items, though they have been mentioned merely to illustrate a certain point above. 

The factor of quality, then, will be found to have been generally neglected by 
our producers ; and to correct this fault, it'will be only too necessary to emphasise 
the simple fact that industrial development has not merely the quantitative but- 
qualitative aspect also and that this aspect shows itself not merely in the final pro¬ 
duct but in fact in all the stages leading and related to it. 
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The question of profit margin is of evidently even greater import. In capitalis¬ 
tic economy it is the driving force behind all its industrial and commercial activity. 
It is easy to understand therefore the complaint being made of late by our industrial 
and commercial magnets that there is a slowdown in their activity because the pro¬ 
fit margin has dwindled. 

But when we think of it more closely, we clearly find that the real thing is not 
that the profit margin is low, but that it is not uniformly low. We are thus firmly 
of the opinion that a standardisation of the profit-margin at a level, in fact much 
lower than any seen to-day, will be quite wholesome not merely for the consumer, 
but also for the industry as a whole, inasmuch as there would be no promise of 
greater return for waiting and as such investment would not be held up. Further, 
we confidently believe that such standardisation could be attained under Govern¬ 
ment supervision of our industries, conducted in a more indulgent spirit and help¬ 
ful manner than ever evinced. 

** * * * * * * * 


Crying need for Economic Civil Service 

This leads us to point out to the virtual absence of what may be called an 
Economic Civil Service and the crying need to evolve the same. The point is 
obvious and we do not have to labour at it. 

* * * * * * * * * 

Need for enabling legislation 

In order to be able to work on the lines suggested above, the Government will 
have to equip themselves with requisite powers for eliciting information regarding 
and exercising, where necessary and to the essential extent, control on our organised 
industries. The need has been particularly demonstrated during the past few 
months when vitally important productive units, many of them sound economically 
also, closed down for extraneous reasons. 

I 

It may be repeated that we are not entering here into any discussion over the 
question of nationalisation. For we are primarily interested in laying down prac¬ 
tical objectives and securing concrete results in respect of their attainment, here 
and now. As such, we have to lay stress on the inevitability of timely and ade¬ 
quate Govt, action when and any unit or section of an industry or the whole of it is 
found definitely to misbehave or bungle matters. 

Legislation on the lines being proposed at the centre is therefore none too 
early or too strong a measure. In fact it is to be hoped that even industrialists, 
worth the name, will only support a policy of allowing them, even with beneficient 
encouragement, to conduct the affairs of the industry unhampered, so long as they 
do it efficiently and in general interests : and to intervene effectively, when to the 
extent it becomes necessary from the same considerations of efficiency and com- 
muity’s interest. It is our definite belief that in cases of mismanagement, in¬ 
tervention by Government would succeed in securing improvement: and there is no 
need for diffidence or hesitation in taking the logical steps. For, the real job is in 
fact done by the Technical and Supervisory Staff whose co-operation will not be 
wanting in the Government’s efforts to secure a change for the better. There will 
of course be the difficulty regarding finance, but we shall deal with it, in brief, 
later on. We, however, do not advocate such action unless in well-considered and 
convincing circumstances. In this way, once it is taken and seen through effective¬ 
ly, it is bound to succeed in securing compliance to the standards expected of our 
industries. 
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Regarding Basic Industries 


Side by side with the care to be devoted, as briefly indicated above, to secure 
■efficient working of our existing industries in the Community’s interests, the Govern¬ 
ment will have to take up the work, on a priority basis, of setting up key or basic 
industries. For it is mainly to these industries that we must turn for raising the 
■efficiency of our productive system. Iron and Steel plants, Machine Tool manu¬ 
facturing works, Chemicals and fertilisers producing factories are some of the items 
which are already being considered and the whole country is eagerly looking for¬ 
ward to the day that the schemes are given effect to and the plants are successfully 
put into commission. In this respect there is hardly anything to say except this 
that the policy should be for the Government to take initiative forthright and n» 
to allow the usual red-tapist-methods to hold up progress. 


Problem of Technical personnel 

In this connection the problem of securing necessary technical personnel may 
seem to be difficult, but it will have all the same to be tackled. We shall have to 
invite a few foreign experts in the initial stage, but for the rest, we must make full 
use of our own personnel, which, we are quite confident, will not be found to be 
inadequate either in strength or calibre. We have, in fact, observed a paradoxical 
situation in this that while on the one hand there is a clamour about dearth of 
Technical hands, we find on the other hand considerable unemployment even in 
this type of personnel. It would therefore seem both necessary and useful, for 
assessment of real position and also for the purpose of requisition as and when needed 
to catalogue properly all over available Technical and specialised personnel through 
an agency like the various Employment Exchanges and preferably Public Service 
Commissions. 

Other Industries 

As regards setting up and for developing other industries, we may rely mostly 
on private enterprise. There need be no deviation therefore from the policy 
already announced by the Government, except whei* important gaps have to be filled 
in by Government themselves. The Government must of course attend more 
closely and effectively to its preliminary job of exploration of the potential fields 
and promotion of every new promising undertaking therein. 


Appropriate Fiscal policy 

The fiscal policy in this connection must also be accordingly reoriented. The 
former basis was too conservative in conception and rather malicious in its working. 
It is no use therefore to be involved in the deceptive wording which clothed it, 
and a clear break-off therefrom is strongly urged. 

As to future, we do not think it would either be possible or desirable to indicate 
any clear-cut and rigid basis. We would, instead, recommend a very elastic approach 
of dealing with each case on its merits and circumstances, the object being to en¬ 
able every necessary and useful industry to emerge out successfully from the initial 
difficulties and stand on its own without any more of such “nursing”. The period 
of protection should of course be cut down to the minimum and during this the In¬ 
dustry aught to be subjected to close and continuous supervision and necessary 
control, as already suggested. 
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Changes proposed 

The main changes in the old policy would therefore be the following :— 

1. Elasticity and comprehensive scope so as to cover any deserving case- 

of necessary and useful productive industry, if necessary on the ini¬ 
tiative of Government authority concerned itself, and in the manner 
befitting to the particular case. 

2. Close and continuous watch over the affairs and working of the Industry 

in question and frequent examination of the position with a view to 
cut down the period of protection to the minimum. Rejection of the 
old system of fixing arbitrarily certain ad hoc periods. 

3. Supplementing fiscal measures with all the appropriate non-fiscal ones 

also, amounting to “ nursing ” of the infant industry, so that the 
need for it is removed at the earliest and the industry is enabled to 
come out vigorously on its own. 

Certain relevent points 

In the light of what has been said above certain points become self-evident 
They are as follows :— 

1. It is correct and therefore it would be proper—and useful too, to make 

an unqualified pronouncement to that effect, that the fiscal policy 
best suited for India is protection. 

2. Grant of protection need not be confined to infant industries, but if indi¬ 

cated by the needs and the relevant circumstances of the particular 
case fitting in the plan as may be adopted according to our suggestion- 
already made, the proposal for granting protection should be consi¬ 
dered even before an industry is established. For as stated above, 
protection is no doubt needed for the industrial growth of the country. 
What is important however is that the right infant is selected and 
right protection is administered for the definite period only as 
required, the aims of protection being to end protection and not to 
perpetuate it. 

3. As to choice of methods of such protection we would prefer the appropriate 

method to be determined in each case on its merits. We think that 
protective import duty would be the usual method, especially when 
it is the case of enabling our industry to withstand competition and 
dumping of foreign goods. Bounty or subsidy would be preferable 
to import duties when it is necessary to help the industry concerned 
in a direct way and also to cheapen the product from the point of 
consumers’ interest. We do not favour pool prices since they would 
have monopolistic features and would tend to work against indi¬ 
vidual drive for efficiency and economy. Quantitative restriction 
of imports is a method which may be suitable in certain particular 
cases only depending on factors like the possibility of correct assess¬ 
ment of the quantitative data involved, determination of an advan¬ 
tageous course on that basis and the limitations in following the same. 

4. Apart from what is stated above, it may be worth considering, it seems, 
to prevent dumping of foreign goods, if necessary, by banning their 
import altogether for the time being, so as to enable our home indus¬ 
try to adjust itself to meet the challange. 

Policy regarding export Trade 

5. As to our fiscal policy vis a vis our export trade, we have already stated 
that the demands of our internal consumption in regard to our re¬ 
quirements of food and those of raw material for our industries should 
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be met first. All the other items should be developed to the utmost 
for purposes of our export trade, which ought to be handled through 
regular organisations of approved export agents under definite and 
effective Government control so as to secure standardisation of quality 
and fair price levels of the commodities and prevention of speculation. 
It is needless to state that free trade is only possible between two equally 
well-developed countries, otherwise the under-developed country 
remains undeveloped. Free Trade should, therefore, be deferred- 
even in principle until India achieves an economy comparable with, 
the industrially advanced countries. This point, however, is of some¬ 
thing like an academic interest only. For, in fact, there is hardly 
any Free Trade at all existing anywhere in the world to-day. 

Obligations of protected industries 

After having dealt with the aspect of Government’s role vis a vis our Industries,. 
it is now necessary to indicate briefly some of the main obligations especially of the 
assisted Industries. 

Generally speaking, every industry is only an organisation for the service 
of the community. But industries receiving protection or assistance from the Govem- 
pient are more directly the concern of the Community and owe a greater respons¬ 
ibility towards it. In view of this, protected Industries must fulfil the following 
obligations :— 

1. They must fall in fully with national policy in every respect. 

2. Their affairs must be treated as involving a high stake of the people of 

the country ; and must not therefore be hided from the latter as 
if they were some privileged person or persons’ exclusive concern, 
but should be correctly and clearly put before the public from time to 
time. 

3. Protection and or assistance must not be allowed to be abused through 

inefficiency, wastefulness, monopolistic tendencies and or profiteering * 

It must be insisted that the organisation and working of a protected industry 
aught to be definitely superior to that of others in respect of efficiency and economy. 

Government protection or even assistance involves a certain burden on the 
consumers or the community. The very purpose in choosing to bear this burden 
would be frustrated if any the least inefficiency or waste in the conduct of the in¬ 
dustry concerned were tolerated, while the burden itself would only grow worse. 

Similarly monopolistic tendencies and profiteering would ^amount to deceiving 
the community to pay the price to that extent, only for the unfair and anti-social 
gains of the few vested interests. 

It is therefore incumbent upon the industries enjoying government protection 
or assistance , to serve the community in the best, cheapest and most efficient manner 
possible. 

Some relevent suggestions 

All this may seem to be too plain to need any special mention. But the task of 
ensuring compliance to the requirements indicated above, will call for a good deal 
of serious thought and well-planned action. 

Thus the Fiscal Commission, while making its recommendations, will have to 
lay down before it even the general frame work of national policy, including of course 
that in respect of nationalization. 

On this point, we have said previously that a firm adherence to the original 
pronouncement made by the Government, coupled with the close and continuous 
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supervision and necessary control that we have herein advocated with the object 
to secure standardisation of conditions and attainment of the definite optimum 
standards that may be laid down, should be considered satisfactory for the present. 

Further, the Commission will have to suggest ways and means to enable a regular 
examination of the affairs of the Industry concerned and to ensure that they are 
conducted efficiently, economically and in the best interests of the consumers. 

In this respect, we think that while a specialised agency of the nature more or 
less of “ the Working Party 51 may be necessary and appropriate so far as the In¬ 
dustry itself is concerned, co-ordinating machinery, as for example, for the pur¬ 
pose of evolving a fair price structure , may also have to be set up. 

Minimum and immediate conditions regarding Labour 

At this stage may also be stated our views regarding the obligations of the 
Industries concerned in respect of Labour. We may not in this connection 
recount all the commissions and omissions of the past. Suffice it to say that Labour 
must be treated at least on par with capital in the present and immediate stage of 
our Socio-economic development. This requires for the time and as minimum and 
immediate conditions, the following :— 

1. A basic change in the attitude towards labour, recognising Labour as not 

merely a factor of vital importance in the productive machinery, 
but also as a worthy member of the Community. 

2. Paying at the lowest level not less than minimum living wages, occupa¬ 

tional differentials appropriate to skill and labour involved to other 
categories, dearness allowance at the rate not less than that required 
to compensate fully the rise in the cost of living at least on the mini¬ 
mum living wage level, and the share in profits as proposed in the 
note of dissent by our President, Shri Khandubhai K. Desai in the 
Report of the Profit Sharing Committee. 

-3. Good working conditions, respectable treatment on the basis of equality 
of status, recognition of and full co-operation to Trade Unions with— 
necessary representative character ; resolving trade disputes through 
mutual agreement and arbitration. 

4. Effective voice in regard to management in so far as matters affecting 

working conditions, wages and security of service of the workers are 
concerned, while in other matters also Labour should, as far as possible, 
be taken into confidence and be welcome to offer suggestions. 

5. The maximum possible relief should be granted in respect of housing by 

adopting interim plans which can be implemented with the available 
resources only and therefore without delays. 

While the fulfillment of the above conditions is expected of every industry 
in general, protected industries have a special responsibility in this respect ; for, 
employment on fair standard is—certainly one of the considerations in granting 
protection to a particular industry. 

Our Approach 

It will be seen that we have found it coii\ e Hid it etui d we believe it is proper 
also to deal with the whole subject of fiscal policy in its various aspects at their 
respective place in the general setting of our Socio-economy, rather than as an isolated 
subject by itself. 

Mines, Power-Plants and Transport Systems 

In this statement, we have not said anything separately and specifically re 
mines, power-plants and Transport systems. This is because of the fact that almost 
the same considerations hold good in their case as in that of the basic or key indus¬ 
tries. 
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Finance, Taxation and Income—prices adjustments for Capital-formation. 

We may now indicate briefly some of our ideas regarding finance, with which 
is also linked the system of Taxation. 

In the first instance we wish to express it as our confident belief that our need 
for finance would not be of an Unmanageable magnitude. We expect that the com¬ 
mitments in respect of our proposals for improving agriculture would not be very 
heavy, because the whole basis there is to make the rural people themselves 
do the needful. Government’s resources can therefore be spared for concentrated 
u se on specific and thoroughly sound schemes like development of cultivable land. 

The requirements for development of cottage industries would of course be 
material, but considering each scheme, the investment would not be heavy in pro¬ 
portion to the turn-over and besides the turn-over would be comparatively quick 
also. 

The most important item from the point of finance is of course of the schemes 
of Transport and Power development and of key or basic industries. But whatever 
the cost, which may have to be met even from borrowed funds, these schemes must 
be taken up and carried through so as to keep pace with or rather proceed just ahead 
of development in other Sectors. 

Dynamic approach needed. 

We are thus strongly in favour of adopting an enterprising rather than a con¬ 
servative policy regarding finance. If our plan is fundamentally sound, befitting 
in respect of time and circumstances, and well-worked, the expenditure thereon 
is just good investment and it would be a pity to hold it up and thus perpetuate 
the stalemate in our economic life. This stalemate, we are convinced, has arisen 
because of absence of vigorous collective effort. If as a result thereof we only 
adopt an increasingly “ cautious ” attitude, which in effect means doing nothing, 
then not only will nothing be done but prospects of doing anything afterwards will 
dwindle down further still. If on the other hand the Government take a bold 
stride, making all our people enthusiastic and active about it, the lifeblood in our 
body economic would at once flow warm. It is time, therefore, for pursuing vigor¬ 
ously all our development schemes, not for dropping and cutting them. Any loans 
that have to be raised for the purpose, we repeat, is good investment ; and the • 
balance-sheet position of our country does certainly warrant it. 

Need for economy in Administrative expenditure. 

While we advocate such dynamic approach in regard to development projects, 
we wish to insist with all the emphasis at our command on cutting down straight-- 
away and materially the expenditure of our Governments. The present adminis¬ 
trative machinery need a complete overhaul, such that every personnel is employed 
strictly on a definite purpose fitting in the whole scheme, is made to put in his full 
quota of work and is paid neither too low nor too high. India just cannot afford the 
present loose, unmanageably huge and extremely costly administrative organisa¬ 
tion. 

Revision of Taxation long overdue. 

From the point of finance and the comprehensive functions which the Govern¬ 
ment are called upon to undertake in rebuilding our Socio-economy, it is essential 
to change our Taxation policy also. The present system, with so many and heavy 
indirect taxes, is very unfair to the average citizen. Protection duties, so far as 
this aspect of the matter is concerned, are not to be welcome ; but on a balance 
of considerations they have to be accepted as already stated. It is only fair however 
that the taxation scheme is revised by adopting to the maximum extent possible 
direct Taxation and by distributing the burden more equitably than at present. 
Death duties seem to be long overdue from this point as also from that of ’ putting 
idle wealth to use. 
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Putting idle wealth to use. 

It seems that at present such wealth is not being brought forth for investment. 
This is because we are in a rather confusing position for some time. The moneyed 
people feel that the old setting perpetuating the richness of the rich and poverty of 
~the poor is going to be revolutionised. They are consequently sitting tight on their 
money and watching the times with forebodings and suspicions. The poor, on their 
part, have still not got enough to live by and spare. The remedy, we think , lies in 
making it clear to the moneyed people that while the old ways have to end for good, 
the new ones mean a more equitable distribution of wealth but no less of security. 
It may take some time for the adjustments involved and for the conviction and 
-confidence to grow. But we feel sure that it can and must be brought home. The 
“ Shyness ” or “ Strike ” of capital will certainly end then. 


Price-Income adjustments. 

The other classes also cannot be left out of consideration in this connection. 
But before indicating possibilities from their quarters it is necessary to say something 
about adjustment of their incomes and the price structure. We think it would be 
unrealistic now to look forward to any immediate and material drop in price-levels. 
Logically, therefore, we shall have to consider ways and means of stabilising our 
economy first on the basis more or less of the present levels. For this purpose we think 
it necessary that the incomes of those groups which have not been examined and ad¬ 
justed, should be so examined and adjusted to the existing price-levels. These 
groups include mostly the salaried class employees and workers in the unorganised 
.industries. On the other hand, incomes at the top should be progressively reduced 
both by direct and indirect measures. Tims ultimately the incoroe-range 
should not be wider than Rs. 100 to 1200. 

Once the immediate and minimum adjustments befitting the present conditions 
and price-level are made, as suggested above, we should be able to attain a steady 
and balanced economy, which then can lend itself to more rational and effective 
control so as to enable us to bring it to normally, including of course a lowering down 
of the prices. It will be most essential however to take every care to see that the- 
very purpose of making these adjustments is not vitiated by further deterioration 
in the prices position. It will be particularly necessary for this purpose to make 
every effort, irrespective of anything else, to bring down the prices of food and cloth 
as far as possible. There must aslo be strict and effective rationing control on com¬ 
modities in comparatively short supply. This coupled with adjustments we have 
suggested above, would enable the bulk of our people to manage their livelihood 
better and more easily than heretofore. 


Small-savings. 

This would also open possibilities of small but wide scale savings. 

Our banking organisations will have to be turned to serve better in this setting 

All these measures, taken together would certainly solve our difficulties of 
^finance. 


Prospects Hopeful.. 

We thus confidently hope that given a correct lead, our economy would soon 
be out of the bog and could be rehabilitated on the desired linoe. 

We would be quite prepared and willing to appear before the Commission in a 
-deputation to further clarify our point of view, as may be neoest&ry. 
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Dr. V. K. R. V. Rao, UNIVERSITY PROFESSOR AND DIRECTOR, 
DELHI SCHOOL OF ECONOMICS, UNIVERSITY OF DELHI. 


1. It seems to me that the whole policy of protection has to be viewed in the 
■context of our economic policy which envisages the planned development of the 
country’s economy. The Government have announced their intention of establi¬ 
shing a Planning Commission and one of its tasks would obviously be to determine 
priorities in respect of industrial developments. The economy contemplated is a 
mixed economy, wheie r part of the industrial sector will be directly operated by the 
State either departmentally or, more probably, through public utility corporations, 
while the rest of the industrial sector is left to be operated by private enterprise, 
subject to such governmental regulations as may be prescribed from time to time. 

2. The first question which arises is with regard to industries that will be set 
up by Government. There is no doubt that before setting up such industries, 
■Government will undertake most detailed enquiries into the economics of such 
industries and would set them up only if they are satisfied that such industries are 
nationally necessary and economically justifiable. In other words, those industries 
that Government will set up wbuld fall under the very class for giving protection 
to which the Fiscal Commission of 1921-22 took such strong exception in paragraph 
101 of their report. I quote “If applications for tariff assistance are entertained on 
behalf of industries which have not yet come into existence and the Tariff Board 
has to consider not facts but the anticipations of the promotor, it will be a task of 
great difficulty to make a selection with any reasonable assurance of success. The 
danger of loss to the community by extending tariff protection to such industries 
will be great”, and yet, under a planned economy, industries are bound to be set 
up by Government on anticipations and will presumably automatically enjoy 
protection either through tariffs or by other means. One example of an industry 
which has been set up by Government in this manner is the fertiliser industry in 
.Sindri ; and it is well-known that other industrial units are under contemplation. 
While I am completely in favour of a planned economy and, therefore, the setting 
up of industries by Government, I think some economic safeguards will have to be 
provided for this Governmental sector of industry, especially when there will also 
be a large private sector to which presumably economic principles of protection will 
be applied. My concrete suggestion, therefore, is that :— 

(1) The Tariff Board should be consulted by Government in the initial stages 

before they actually set up a new industry or an industrial unit ; 

(2) that as far as possible, and subject to necessary exceptions in the case 

of defence industries, considerations which would normally favour 
protection to private industries, should also apply to Government 
industries ; 

(3) the Tariff Board should be given the power to make periodic progress 

reports on such governmental industries. 

In my opinion, unless some such safeguards are provided, there is a danger of 
waste of national resources in one sector of the economy. 

3. As regards industries in the private sector, protection is obviously one of the 
well-known and well-tried methods for promoting industrial development and I 
do not think it is necessary for me to argue the case for continuing a policy of pro¬ 
tection in India. I do not, however, subscribe to the view that protection should 
be given in an unqualified manner. Even the minority of the Fiscal Commisssion 
did not ask for a policy of unqualified protection ; what they objected to was the 
rigid content of the qualifying phrase “discrimination” which the majority of the 
Fiscal Commission adopted and made a necessary part of the policy of protection. 
I quote “while we agree that the policy of protection should be applied with dis¬ 
crimination, we do not think that any qualifications or limitations should be made 



483 


a condition precedent to its adoption”. The real question, therefore, is not whether 
there should be discriminating protection or unqualified protection, but whether 
the State should lay down the broad qualifications entitling an industry to protection, 
or whether the prescribing of such qualifications should be left to be determined 
on an ad hoc basis by the Tariff Board in the case of each individual industry apply¬ 
ing for protection. My own view is that the legislature cannot escape the res¬ 
ponsibility for laying down, in however general a manner, the qualifications neces¬ 
sary for the grant of protection. I base my view on the fact that any measure of 
protection will affect revenues, impose burdens, however temporary, on consumers, 
and lead to utilisation of national resources in channels other than those which 
would have been followed in the absence of such protection. 

While espousing the view that the fiscal policy adopted by the legislature should 
not merely be a simple declaration in terms of protection, but should also contain 
the qualifications necessary for protection, I would suggest that the qualifications 
laid down need not be as rigid and inflexible as those laid down by the majority of 
the Fiscal Commission, in fact, I would even be prepared to advocate that the quali¬ 
fications laid down for the grant of protection by the legislature may be treated as 
illustrative of what they have in mind rather than as the only conditions on which 
protection can be recommended by the Tariff Board. Thus, I would suggest a. 
formula somewhat on the following lines :— 

In view of the immense importance of industrial development in India and the 
almost insuperable difficulties in the way of such development in the absence of a 
given measure of protection from foreign competition, a policy of protection of 
Indian industries is both necessary and desirable; such protection, however, cannot 
be had by any Indian industry as a matter of right, just because it is Indian and 
irrespective of its economics in a broad sense. In particular, an industry desiring 
protection should, as far as possible, satisfy the following conditions :— 

(1) It must possess some natural advantages ; by way of illustration of what 

is meant by natural advantages may be mentioned either domestic 
supply of raw materials or a large home market dr some other compara¬ 
tive advantages, such as labour or tradition or location, etc. 

(2) It must not require such a measure of protection as will impose an. 

intolerable burden either on the consumer or on the other productive 
sectors of the economy. 

(3) Its current level of costs should be such that it will not be able either to 

emerge or to survive or to expand without protection from foreign, 
competition, and 

(4) It must possess foreseeable prospects of an eventual reduction in costs, 

and, therefore, of an eventual reduction or even elimination of the 
protection which it will be granted from foreign competition. 

It will be seen that the conditions I have suggested as qualifications for 
protection are very much more liberal and, in fact, in some respects fundamentally 
different from those suggested by the majoiity of the Fiscal Commission. In parti¬ 
cular, I would like to draw attention to the fact that the formula I suggest envisages 
protection to new industries, and, at the same time does not lay down the rigid and 
rather difficult condition that proof must be furnished that the industry will event¬ 
ually be able to face world competition without protection. What I am suggesting, 
therefore, is not a policy of “discriminating protection” as recommended by the 
majority of the Fiscal Commission, nor is it a policy of unqualified protection as 
some people would like to recommend. I think the best description of the formula 
I have suggested would be “nationally essential protection “ 

I must also add that exception should be made as regards the satisfaction of 
even the conditions suggested above in the case of those industries which are dec¬ 
lared by Government to be essential industries from the point of view of national 
policy. Even in the case of such industries, however, I would recommend that the • 
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€ xtent of protection to bo given should be placed before the Tariff Board for its 
r ecommendations and the Tariff Board should also possess the power to hold periodic 
r eview of the working of such industries. 

4. As regards the method of protection to be employed, I am of the emphatic 
opinion that the main method should be tariff duties supplemented, in such cases 
as may be necessary and financially possible, by bounties and subsidies. I am not 
in favour of using the method either of quotas or of 1 guaranteeing a percentage of 
the domestic market for .purposes of protection. I am in favour of the method 
of tariffs because — 

(1) It gives the best incentive to the domestic entrepreneurs, 

(2) leads to domestic competition with healthy consequences in terms of 

improvements in quality of output and increase in efficiency, 

(3) gives the consumer greater freedom of choice, 

■ (4) acts as an incentive to the protected industry, at least to make an attempt 
to keep pace with progress abroad, 

(5) it can be more easily reviewed from time to time and either increased or 

reduced as the case may be, and 

(6) enables the public to keep a better watch on the use of protection for 

industrial development without, at the same time, exposing the country 
to the adverse moral and economic consequences that follow from a 
system of analysing and control of individual industrial units by depart¬ 
mental officials. 

I must point out, however, that I am not suggesting the complete banning of 
‘‘quotas” or “pool prices” from the fiscal armoury ; I would only suggest that the 
former should be used mainly for purposes of dealing with the adverse balance of 
payments or in implementation of bilateral agreements7 while the latter should be 
used only in the case of commodities for which there is a nationally planned system 
of distribution, either directly through governmental channels or through channels 
rigidly controlled by Government. 

5. I am of the emphatic opinion that clear reference should be made in the for¬ 
mulation of fiscal policy to the obligations of protected industries. Protected indus¬ 
tries have an obligation to the community, as well as to the economy. Thus the 
widest possible opportunities must be given to the people of the country to share 
in the profits of protected industries, which means that there should be no monopo¬ 
lising of the bulk of the ordinary share capital of companies operating protected 
industries by the promoters and their friends, but that full opportunity should be 
given to the small man to subscribe to such shares. It also means that, as far as 
.possible, protected industries should be run by joint stock companies and not by 
■individuals or firms or associations of individuals. Secondly, the protected industry 
has the obligation continuously to strive for a reduction in its costs and for an improve¬ 
ment in the quality of its output. It has also the obligation to see that opportu¬ 
nities for employment and technical training should be open to all qualified persons 
•and not confined to friends and relations of the promoters ; in other words, the 
system of recruitment to jobs in the protected industries has a semi-public aspect 
and oannot be treated as one exclusively falling -within the patronage of the 
promoters of such industries. Then again, protected industries have the obligation 
to see that they take a prominent part in the promotion of capital formation in the 
country, which means that there should be regulation of the distribution of their 
profits and specific provisions for the building of reserves. Finally, the protected 
industries have the special obligation of seeing that conditions of labour and of 
service conform to national policy and that, in fact, protected industries behave as 
model employers rather than as employers constantly in need of public rebuke and 
industrial unrest for the creation of decent conditions of labour. 

18 M. of Com. 
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6. If a policy of protection as outlined above is to be implemented, it is obvious 
that there should be some specific machinery for doing so. In my opinion, such a 
machinery should not be a Government department, but should constitute a practi¬ 
cally autonomous body on the lines of the Tariff Board. The Tariff Board should 
be a body set up by special legislation and deriving its power and function from such 
legislation and not from the departmental orders of any single ministry in the 
Government of India. It should not be a body representative of different interests,, 
but should be a body enjoying a semi-judicial status and containing members who 
would command the confidence of the country for their integrity, ability, experience 
and objectivity of outlook. It is essential that the Tariff Board thus constituted 
should have individual or groups of experts appointed on an ad hoc basis for assisting 
the Board either in examining claims for protection or in reporting on the working 
and progress' of protected industries. Hearings before the Tariff Board should 
invariably be held in public, and persons representing labour interests or consumer’ 
interests should have the opportunity to place their views before the Board on any 
application submitted by an individual industry. The conclusions of the Board 
should be in the form of recommendations to Government, the ultimate responsi¬ 
bility for decision being a matter for Government, at the same time, all decisions, 
of Government on the grant of protection should be placed before the legislature 
for approval before the protection is actually granted, 

7. The extent of protection should be recommended by the Tariff Board ; ob¬ 
viously a considerable measure of discretion should be left to the Board both in 
respect of the amount of protection recommended and the period for which it is 
recommended. In general, however, I would agree with the formula of the 
“fair selling price” that would give a reasonable remuneration to domestic capital 
and, at the same time, avoid encouragement to inefficiency in production, but will 
tend to stimulate efficiency and reduction in costs. Provision must be made for 
revision of the tariff duties recommended in an upward direction if circumstances 
arose which warranted uch action ; in such oases, however, Government should 
obtain the opinion of the Tariff Board before undertaking such action. On the 
whole, I would not be in favour of a downward reduction of the tariff during the 
period of protection, even if favourable circumstances justifying such a reduction; 
and I would rather leave to the ordinary laws of the land the task of appropriating 
to the public exchequer a reasonable share, of such extra profits, it being understood, 
of course, that with the expiry of the period of protection, the whole question will 
be examined de novo. I would lay stress on this view, because I think that unless 
there is some guarantee of the rate of protection for given period, it will be dificult 
to attract either capital or enterprise or to stimulate efficiency in the protected 
industries. 

I attach a great deal of importance to the necessity for keeping a continuous 
watch on the working and progress of protected industries ; I am also of the opinion 
that this function should properly be entrusted to the Tariff Board and not to a 
government department. In fact, I would strongly urge imposing a statutory ob¬ 
ligation on the Tariff Boad to issue an annual report on the progress and working 
of all protected industries and would add that these reports should be placed before 
the legislature and a day or two allotted for their being specifically discussed in the 
legislature. It follows that the Tariff Board should have the necessary powers to 
obtain the information that it requires from the protected industries and that it 
should also have the staff necessary for the purpose of not only collecting but also 
of analysing such information. 

As I have already pointed out, the Tariff Board’s annual review of protected 
industries should not only include those in the private sector, but should also cover 
those in the governmental sector. 

8. Obviously, industrial development of the kind envisaged above will have to 
be undertaken in the context of a planned development of the country’s natural 
and foreign exchange resources, and must not only proceed side by side with deve- 
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lopment in the agricultural financial and services sect ors in the economy, hut must 
also be accompanied by the ancillary development in the non-industrial sectors, 
which is essential for the industrial development. It becomes, therefore, a moot 
question whether the Tariff Board should function as an autonomous organisation 
or should merely be a wing of the proposed Planning Commission. My own personal 
preference is for making the Tariff Board a separate entity, not only because of the" 
immensity of the problems it will have to deal with, but also because it will have some 
functions which will be additional to those that will fall within the perview of the 
Planning Commission. At the same time, I need hardly emphasise the necessity for 
a close liaison being maintained between the activities of the Tariff Board and the 
Planning Commission. 

Industrial development, then, takes its place as a part of the whole scheme of 
economic development. Among the many essential conditions for the facilitating 
of such development on both a comprehensive and a rapid scale, that of capital 
formation is, perhaps, the most important. I would emphasise what has already 
been stated by the United Nation’s Sub-Commission on Economic Development, 
viz. that primary reliance should be based on domestic savings for capital formation. 
I am aware that in a country currently as poor as ours, domestic savings will not be 
sufficient to finance economic development on the rapid and comprehensive scale 
which we all desire; at the same time, I am a of the opinion that not enough attempts 
have been made in the country to tap its resources in domestic savings. I would, 
therefore, plead for an all-out policy for encouraging both the formation and the 
mobilization of domestic savings, partly by an extension and improvement in the 
banking machinery, partly by a system of differential interest rates applied to small 
savings, and partly by a more liberal governmental attitude to dividends. 

As I have already stated, however, domestic savings are not likely to prove 
sufficient and the country may have to rely on foreign capital, at least to some 
extent. The whole question of foreign capital, however, is one that bristles 
with difficulty. Should we rely on private foreign capital or should we seek loans 
from foreign governments or sho'uld we rely on finances from international agencies? 
What is this “economic dimate” which foreign private investors desired in 
order that they might send their capital to the under-developed economies ? Can 
the under-developed economies provide this ‘climate’ consistently with their 
obligations to their own national economies and peoples ? Should we enter into 
bilateral investment treaties ? What guarantees shall we give for foreign capital, 
and what obligations shall we impose on them ? Can we concede the principle of 
“National Treatment” of foreign capital ? Even a mere statement of these questions 
is sufficient to show the complexity of the problem ; and to discuss the whole matter 
would require a whole treatise by itself. I would, therefore, confine myself to stating 
my opinions in a somewhat dogmatic and summary fashion, and leave it to the 
Commission to ask me such questions as they may feel necessary for the purpose 
of better elucidation of my opinions. 

To begin with, it is my view that, of all forms of foreign financing, the one 
most consistent with the interests of under-developed economies is financing through 
international agencies. I am not satisfied that the International Bank for Recons¬ 
truction and Development is in a position to meet all the needs of under-developed 
countries ; at the same time, the conditions which the Bank imposes for most of 
its loans, the high rate of interest that it charges, and. the banking orthodoxy that 
is an inevitable adjunct of the sources from which it draws its funds, are such that 
many schemes of development, vital to industrial growth and needing foreign 
financing, would, nevertheless, not be catered for by the International Bank. That 
is the reason why I outlined, in an appendix to the report of the third session of the 
United Nations Sub-Commission on Economic Development, proposals for the 
creation of a new international agency to be called the ‘United Nations Economic 
Development Administration’ or UNEDA. A copy of this document is submitted 
herewith for the information of the Fiscal Commission. The proposal met with 
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scant sympathy both from the International Bank and from the United States,, 
but it is gratifying to note that the Economic and Social Council has asked for an 
investigation into the adequacy or otherwise of the existing agencies for international 
financing, and that a committee of experts who recently reported on the subject 
to the U. N. 0. have strongly favoured an increase in the resources of the International 
Bank and a relaxation of its conditions of lending for financing economic develop¬ 
ment in the under-developed countries. 

I do not favour obtaining loans from foreign governments, as such loans are 
almost invariably accompanied either directly or indirectly by political strings , 
and to a country which has recently won its freedom such as ours, political strings 
of this kind would not be welcome and are not likely to be accepted by public opinion. 

As regards private foreign capital, it is very difficult to get any really autho¬ 
ritative statement on what safeguards foreign investors want. Safeguards against 
nationalisation without compensation and against restrictions on transfers of pro¬ 
fits and capital have been given by national governments, including our own govern¬ 
ment, but these do not seem to satisfy the private foreign investors. American 
investors, in particular, desire guarantees by their own government and President. 
^Truman’s Point IV programme takes account of this desire and attempts to 
jprovide for such guarantees. Inevitably, however, the American Government 
Wants to-re-insure its risks by arriving at bilateral treaties with countries 
desirous of importing private foreign capital. At the same time, foreign private 
investors do not want restrictions placed on their freedom in the matter 
either of capital subscription or of appointment of directors or of recruitment 
of staff. They also desire not merely non-discrimination against other foreign 
investors, but also want ‘national treatment’ or non-discrimination against 
domestic investors. At the recent Inclia-America Conference held under the 
joint auspices of the Indian Council of World Affairs and the American Institute of 
Pacific Relations, some of the American delegates representing business interests 
went so far as to indicate that, in their opinion, a suitable economic climate would 
include the maximum possible freedom from governmental regulations and res¬ 
traints, thereby by implication declaring their hostility to a planned economy. 
Under these circumstances, I feel rather difident in making any recommendations 
in regard to the treatment of private foreign capital. I shall confine myself to stating 
my opinion that :— 

(1) we should enter into no general or bilateral agreements in respect of the 

treatment of private foreign capital, 

(2) we should enter into ad hoc arrangements with each individual foreign 

enterprise that seeks to invest its capital in the country, 

(3) that all imports of private foreign capital into India should be subjected 

to licencing, the grant of each licence being determined by mutual 
negotiation between Government and the investor concerned, the 
terms being fixed on the merits of each case. 

I believe that what I have stated above is also what the Government of India 
has been following so far in regard to the treatment of private foreign capital; and 
if my understanding is correct, I would extend my strong support to this policy. 

9. Finally, I would like to say a word in regard to the Havana Charter of the 
I. T. 0. Without going into the details of the Charter I would like to express the 
opinion that the benefits it will confer on India from the point of view of promoting 
its industrial developments are very insubstantial, the clauses dealing with economic 
development being couched in vague and general terms ; at the same time, the obli¬ 
gations it imposes on member-countries and the restraints it places on their freedom 
of action in the realm of fiscal policy are well-defined ; and though subject to excep¬ 
tions in the case of under-developed countries, nevertheless, are sufficient to consti¬ 
tute a significant reduction in the country’s freedom of action. I am also not at 
all sure how far the ideal of multilateral trade underlying the I. T. 0. Charter is 
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going to be capable of practicable of realisation within the coming few years. Under 
the circumstances, I would like to suggest that India need not be in hurry to join 
the L T. O. and that she should follow a policy of waiting and watching to see how 
many other countries join and in what way the organisation functions during the 
initial years of its existence before making up her own mind. 

10. In conclusion, I may be permitted to draw the Commission’s attention to 
the presidential address delivered by me at the last session of the Indian Eco¬ 
nomic Conference where I had discussed the more general porblems relating to 
economic development. I am enclosing copies of this address in the hope that they 
may also prove to be of some interest to the Commission. 


REPORT OF THE THIRD SESSION OF THE SUB-COMMISSION ON ECONO¬ 
MIC DEVELOPMENT 

21 MARCH to 12 APRIL 1949 
Annex. A.— Financing of Basic Economic Development 
Suggestions for the Creation of a New International Agency by V. E. JR. V. Eao. 

1. Reasons for the 'proposed organization. 

Whereas at present there is no international agency for : 

1. Financing projects of economic development in under-developed countries 
which are not financially productive in a banking sense. 

2. Aiding under-developed countries in the preparation and/or the execution 

their programmes of economic development, 

3. Co-ordinating the distribution of technical assistance made through the 
United Nations or its specialized agencies to the under-developed countries and link¬ 
ing the same with financial assistance. 

4. Promoting or aiding in the execution of projects of economic development 
extending over more than one national frontier and not likely to be taken up by any 
one of the countries concerned, on its own initiative, 

It is hereby suggested that a new international organization be set up to be called 
“The United Nations Economic Development Administration, or UNEDA.” 

2. Functions of the proposed organization 

The functions of UNEDA will be : 

1. To make technical assistance available to under-developed countries in 
preparing schemes for economic development. 

2. To co-ordinate the technical assistance for economic development at present 
available to under-developed countries within the United Nations and its speciali¬ 
zed agencies, in order to see that different types of technical assistance are properly 
integrated and lead to a planned development of the resources of the country con¬ 
cerned. 

3. To assist under-developed countries in obtaining materials, equipment 
personnel etc. required by them for the execution of their programmes of economic 
development. 

4. To finance or help to finance such schemes of economic development as 
cannot be financed from the country’s own resources and for which loans cannot 
be asked for on strict business principles. 



5. To promote and, if necessary, undertake the direction and financing of re¬ 
gional developmental projects extending over national frontiers and not likely to 
be undertaken by any one of the countries concerned on its own initiative. 

3. Finances of the proposed organization. 

The fund of UNEDA will be obtained from contributions by Member Govern¬ 
ments. These contributions will be made by Members in their own currencies, and 
the commodities on which their contributions will be expended will also be subject 
to the approval of the governments concerned. In addition, countries now receiving 
assistance from the United States under European Re coverv Plan may be asked to 
make special contributions after the completion of their economic recovery by 1952. 

4. Principles of financial assistance to be rendered by the proposed organization. 

1. Financial assistance will be given only founder-developed countries. The 
list of countries coming under this category will have to be arrived at by interna¬ 
tional agreement. 

2. This assistance will be given only on the request of the countries concerned, 
except in the case of Non-Self-Governing and Trust Territories, in which cases 
UNEDA itself may take the initiative by special arrangement with the Adminis¬ 
tering Powers concerned. 

3. This assistance will apply only to projects which cannot be financed, either 
by its International Bank for Reconstruetipn and Development or by Inter-Govern¬ 
mental finance or by private foreign investments, but which, nevertheless, are basic 
to economic development and are expected eventually to result in an increase in 
national productivity and a rise in the standard of living of the people concerned. 

4. Assistance will normally take the form of loans and not of grants, though 
terms of repayment will be liberal and the interest charged may be only nominal. 

o. Assistance will normally be made conditional on the receiving country pro¬ 
viding a share of the cost of the projects. In fact, in many cases, the under-developed 
country may be asked to provide for a 50 per cent, share of the costs involved. 

General '-remarks 

UNEDA is not expected to function as a philanthropic body, ready to give away 
money to under-developed countries asking for foreign funds. While it is true that 
it will be primarily concerned with projects not normally passable by orthodox 
banking criteria, it does not mean the financing of wildcat or sentimental schemes. 
Projects for economic development calling for the aid of UNEDA will have to stand 
economic test, in the sense that their completion will result in raising the produc¬ 
tivity of the under-developed areas and the standard of living of their peoples, 
largely by providing the basic conditions for ensuring the efficient and successful 
operation of the more orthodox 1 projects of economic development that may have 
been undertaken by these countries, or that they may want to undertake. 

UNEDA will thus be essentially a complement to other channels of foreign 
financing and must not be regarded either as an alternative or a substitute to these 
other channels. Moreover, it will be expected to work in a business-like way; it 
will, therefore, not begin its work in a grandiose and extravagant manner with a 
multitude of schemes, but will be expected to take up specific projects of urgent 
importance and proceed to expand its activities on the basis of experience of 
results achieved. The caution must also be added that the operation of technical 
and financial assistance by UNEDA will not involve the setting up of a new inter¬ 
national bureaucracy interfering in the internal administration or life of the under¬ 
developed countries, but will be carried out largely through the specialized agencies 
and, in all cases, in the closest possible co-operation with the governments of the 

J An orthdox project is used in the sense of one which generates enough income to meet 
the interest and amortization charges arising from its investment. 
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countries concerned ; and the assistance given will be operated in such a manner as 
to promote national self-reliance and enable the countries concerned to be in a posi¬ 
tion to dispense with this foreign assistance at a subsequent stage. Essentially, 
therefore, UNEDA will be an organization that will work on economic criteria and 
help the under-developed countries to help themselves. 

Speaking realistically, I must confess that for the time being, at any rate, the 
bulk of the finances required by UNEDA will have to come from the United States 
of America, but the amount involved will be of a much smaller order of magnitude 
than what the United States of America is now spending on European Recovery Plan 
and it will have the further advantage of being of a global character, fulfilling the 
objectives of President Truman’s recent inaugural address, and functioning within 
the framework of the United Nations Organization. 

The suggestions made above ob viously represent a very rough outline and need 
a good deal of detailed thinking before they can be the basis of concrete action. 
Nevertheless, I have thought it worth-while to put forward this idea in the hope that 
attention may be drawn to the imperative need for something urgent and concrete 
being done by the United Nations for the rapid promotion of economic development 
in the under-developed countries ; and it is my belief that this cannot be done with¬ 
out the setting-up of a new United Nations agency which will, on the one hand, act 
as a complement'to orthodox foreign financing and, on the other, help to co-ordinate 
. and integrate the supply of technical assistance to under-developed countries. 


THE UNIVERSITY OF CALCUTTA 

Introduction 

The replies to the several questions, appended herewith are guided by certain 
general considerations which we regard as very important and to which we desire 
to draw the particular attention of the Commission inasmuch as they do not appear 
to have received their proper share of attention in the questionnaire. 

In the first place, we think it important to realise that, in the matter of fiscal 
policy, past experience, though important, is of considerably less significance today 
than it was, for example, in 1923, because of the very great political and economic 
changes which have taken place in India and outside during the last two decades. 
Thus certain industries may not have shown much progress under protection in the 
past, but that, by itself, is not a disqualification for a continuance of protection today, 
if present and future considerations qualify it for that purpose. On the other hand, 
a case for the continuance of protection is not automatically made out by showing 
that the industry made satisfactory progress, according to the criteria envisaged 
in 1923 or mentioned in Q. 25 of the present questionnaire. What we want to em¬ 
phasise is that considerations of the future particularly of the desired set-up for the 
whole economy, should be the principal guide of our fiscal policy. The questions 
included under sections B and C of Part I should not therefore receive too great an 
emphasis from the Commission. 

Next, old fashioned fiscal theory, based fundamentally on classical economics, 
on which the Fiscal Commission of 1923 principally relied, is as misleading today 
as past experience in this field. In particular we have to bear in mind that recent 
theoretical work has shown that the case for free trade is much more vulnerable 
even in the case of mature countries than it was formerly supposed to be. Similarly 
it is now recognised that changes in the balance of trade, instead of correcting them 
selves through price adjustments as the classical theory supposed, induce changes 
iin the national:income, .the magnitude of which depends on the “ propensity to 
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import”—a consideration the importance of which is obvious in connection with the 
questions falling under Part II. Further, recent theoretical work confirms the 
popular idea that protection, even when it does not lead to a domestic monopoly 
or quasi-monopoly, distorts the pattern of income distribution in the home country 
in favour of the particular factor of production which happens to )>e celatively 
scarce in the country concerned. In the case of India, the scarce iactor is capital 
from which it would follow that, on distributional grounds, there is a prima facie 
case against the establishment of a protective tariff in this country. 

Two of the considerations noted above, namely those relating to the weakness 
of the Free Trade case and to the balance of trade, might appear to strengthen the 
case for Protection. But this appearance is due to the notion that Protection is the 
only alternative to Free Trade. In reality the antithesis is substantially between 
free importation and increased home-production, protection to private enterprise 
Deing only one of the alternative ways through which such increased home production 
can possibly be brought about. Such production may very well take place 
through agencies other than private enterprise. The desirability of granting 
protection to private enterprise does not necessarily follow 7 from the defects of 
the free trade thesis, more so in view of the distributional consideration noted 
above. 

It will appear from the considerations urged above that an essential pre-requi- 
Bite to the framing of a rational fiscal policy is a more carefully formulated economic 
policy relating to priorities in the field of industrial production and to the place of 
private enterprise in particular industries than is to be found in the Government of 
India’s latest statement on industrial policy. 

Question 14 .—The policy recommended by the Commission, unsatisfactory 
as it was, was made worse in its implementation by being observed more in the 
letter than in the spirit. Rigid compliance was almost always insisted upon with 
the three conditions laid down by the Commission, and if on occasions the Tariff 
Board agreed to relax the conditions somewhat to meet a case of obvious injustice, 
the Government usually prevented this and rejected the Board’s recommendation. 
The ease of the glass industry is typical in this category and it is well-known. The 
Tariff Board made a unanimous recommendation for protection being granted to 
this industry, and held that its dependence on a single imported raw material, viz., 
soda ash, was not a sufficient ground for refusal of protection. The Government, 
however, took the most unsympathetic view of the case that was possible under the 
circumstances, and after sitting tight over the recommendation of the Board for 
three years, announced its decision to reject protection. 

Generally speaking, an industry was refused protection, if its interests clashed 
with the interests of British industries, however much it might have been suitable! 
Otherwise for the grant of protection. In such cases, the Triple Formula operated 
with almost mechanical severity. The cement industry, the locomotive industry, 
the woollen industry, and a large number of other industries which were refused 
protection fall under this category. The heavy chemicals industry, which palpably 
fulfilled all the conditions for protection, and which ran counter to British commer¬ 
cial interests, was granted some protection, but this lasted for only eighteen months 
after which it was left to make shift for itself. 

The supplementary measures of a non-fiscal character recommended by the 
Fiscal Commission were generally well-conceived, but, again their implementation 
was half-hearted. The adoption of these measures also defended upon the question 
whether they would conflict with British interests. Thus, steps were taken to counter¬ 
act the effects of the depreciation of Chinese and Japanese exchanges ( e.g. in the 
case of silk and sericulture industry) or to safeguard an Indian industry (e.g. the 
tinplate industry) from the dumping of American and'German products, but when 
the interests of some British industry were involved, generally no action was taken. 
Thus, it was widely alleged and substantiated with facts and figures, that the 
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railway rates in this country were manipulated to serve the interests of British 
industries both as importers of Indian raw materials and exporters of manufactured 
goods to India. The Fiscal Commission endorsed the proposal of the Railway 
Committee for the appointment of a Railway Raves Tribunal to deal with 
such complaints. It is interesting to note that the recommendation of the 
Commission was implemented only last year, i.e., after nearly three decades, 
by the National Government of Free India. 

Apart from a too rigorous interpretation being put upon the requirements of 
the triple formula, departures in fundamental respects were made during 1923-39 
from the policy as enunciated in the formula. This was done in two ways, viz., 
(a) by the grant of preferential treatment to British goods, and (b) by a series of 
bilateral trade agreements. These departures from the original policy had the 
effect of reducing the degree of protection already enjoyed by a number of Indian 
industries. 

Question 15 .—The Fiscal Commission made it clear that the successful working 
of the policy recommended by them depended upon the existence of a permanent 
Tariff Board. Largely because the Government refused to appoint such a Board, 
various defects in the working of the policy manifested themselves. 

In the first place, the absence of a permanent Tariff Board resulted in conside¬ 
rable delay, amounting sometimes to two years or even more, in the adoption of 
necessary measures of protection in deserving cases. Thus no help was usually forth¬ 
coming when it was most urgently needed. 

For the same reason also, there could be no continuous watch over the progress 
of a protected industry. Hence if an industry tended to take things easy under the 
shelter of a protective tariff, and failed utterly to nationalise its technical and 
organisational positions, it was not possible, as would have been, had there been in 
existence a permanent tariff Board, to keep it on the right track through direct con¬ 
tacts, persuasions and admonitions, and also, if necessary, threat of withdrawal of 
protection. 

Besides, the recommendations of the Fiscal Commission were framed on the 
hypothesis that monetary and exchange policies on the one hand and the general 
character of the structured taxation on the other would not undergo any funda¬ 
mental changes. In the field of monetary affairs, the series of events culminat¬ 
ing in the adoption of a new exchange rate at Is 6d and in the establishment 
of the Gold Bullion standard, and, later the world trade depression resulting in the 
breakdown of this standard and the pegging of the Rupee to the Sterling, consti¬ 
tuted an entirely new setting calling for an adaptation of the fiscal policy to these • 
circumstances. As regards the structure of taxation, this also underwent material 
changes, particularly with the introduction of revenue excise duties at the Centre 
and the steepening of the rate of progression of the income-tax during the years 
of depression while the introduction of Provincial Autonomy in 1937 initiated changes 
in Provincial taxation which, though not very marked up to 1939, nevertheless 
tended to accentuate the disturbance in the balance of the relative burden of taxes 
on different classes. Generally speaking, careful consideration was not given to these 
factors. Such consideration as was given in some cases, e. g., in the case of Sugar, 
did not take all factors into account and was not therefore entirely satisfactory, 
particularly from the stand-point of the relative burden on different classes. 

Account should also have been taken of the far-reaching changes in external, 
conditions affecting Indian industries during the inter-war period. Particularly with 
the onset of the Great Depression fundamental changes took place in the volume and. 
composition of international trade and in the character of commercial policies of 
the leading countries of the world. These changes called for a thorough-going; 
revision of our fiscal policy, and not a mere patchwork of the type made under the 
Ottawa agreements. 
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'Question 16 .—Appears to be out of place in Section B. It can be best considered 
along with Qs. 38 and 51 which deal with factors in the formulation of a new fiscal 
policy, without anticipating the replies to these questions, the following observa¬ 
tions may be made :— 

The triple conditions laid down by the Fiscal Commission to determine eligi¬ 
bility for protection were too harsh, and they were to some extent contradictory 
to one another. Thus an industry which proved to the satisfaction of the Tariff 
Board that it possessed “natural advantages”, thereby fulfilling the first condition, 
had next to fulfil the condition that without the grant of protected it was “not 
likely to develop at all” or “not likely to develop so rapidly as is desirable in the 
interests of the country”. Thus, it is obvious that the more was the first condition 
fulfilled, the less would be the possibility of fulfilling the second condition. 

It was quite wrong to demand that all the three conditions must be fulfilled at 
the same time. If the development of an industry was desirable in national interest, 
and if such development was not likely in the absence of protection, i.e., if the second 
condition was fulfilled, there would be a sufficient ground for the grant of protection, 
even though the first and the third conditions might be very imperfectly fulfilled or 
(in some extreme cases) not fulfille d at all. To revert to the case of the glass industry, 
it fulfilled all the conditions except for a minor disqualification that one of the raw 
materials, i.e., soda ash had to be imported. Soda ash accounted for only 7 to 10 
per cent, of the total cost of manufacture. For this slight flaw in the case, the 
-.industry was refused protection- If an industry which imports some of its raw 
materials is viewed unfavourably as regards its ultimate prospects, and if it is for 
this reason considered unsuitable for State assistance, the cotton and jute textile 
• industry of Britain, the iron and steel industry in Japan and a large number of indus¬ 
tries elsewhere, would have never developed. 

Thus, the triple formula of the Fiscal Commission took a narrow view of the 
function, of protection, and hindered or prevented the development of many desi¬ 
rable or essential industries. Perhaps there was no other country where more stiff 
standards had been set for the grant of protection. As has been well observed, 
the formula would have been quite appropri. .te for well developed industrial countries 
having a relatively few infant industries. It is entirely unsuitable for an industrially 
backw. rd and mainly agricultural country anxious to attain a high degree of industrial 
development. 

Question 19 .—The changes made in 1945 in the original policy as laid, down by 
the Fiscal Commission have been for the better, so far as they go but they are not 
adequate. The following further changes are essential to ensure a proper develop¬ 
ment of the Indian. industrial economy :— 

(1) Condition (1) set out in paragraph 4 viz., that the industry ‘is established 
and conducted on sound business lines’ is the only condition which is obligatory, 
but it rules out, as did the Triple Formula of the Fiscal Commission, the grant of 
protection to an industry altogether new, one, that is, which can not yet be said 
to be already established on sound lines. It is necessary, therefore, that this condi¬ 
tion should be modified in a suitable manner. 

(2) The question of grant of protection to a particular industry should be always 
viewed against the background of a planned industrial policy for the country as 
a whole. The policy of piecemeal protection pursued so far has had no doubt the 
effect of safeguarding particular industries from economic blizzards temporarily 
threatening them, but their effect from the all-round, developmental point of view 
has not been so conspicuous. The policy of granting protection only to industries 
which seek such protection should also be altered in favour of a forward policy of 
offering protection to suitable industries. The passive policy pursued so far has 
resulted in an unbalanced development of our economy ; for example, it is only 
consumers’ goods industries which so far have received protection and capital goods 
industries have been almost wholly neglected. 
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Not only should our fiscal policy be fitted into the needs of a planned economy, 
but it should be also adjusted to our present import and export controls. 

Question 25.—(a) (ii) The question of appropriate location as a condition for the 
grant of protection is of vital importance. The entire effect of protection may be 
nullified by the bad, location of the industry in question. When location is defi¬ 
nitely inappropriate from the point of view of the market or the source of raw material, 
the Tariff Board should insist on change of location before agreeing to grant pro¬ 
tection- The steel baling hoops industry was located in Kanpur and billets had to be 
transported from Calcutta to Kanpur and the finished products thence back to 
Calcutta. This traffic involved a railway freight of Rs. 83 per toil which could 
be avoided if the factory was set up in Calcutta. 

Question 31 .—(«) During the war years of 1939-45 important changes took 
place in the structure of India’s international transactions. The main features of 
India’s balance of payments in the inter-war period can be summed up under the 
following head:—(1) she incurred heavy obligations on service account and these 
obligations were highly inelastic, (2) she was an exporter of primary products and 
the fluctuations in the receipts on merchandise account were very wide, and (3) 
gold movements, and to a certain extent, capital flows, acted as the balancing factor. 
The first two obviously constituted weaknesses in her balance of payments 
position,. 

The changes that took place by the end of World War II were (1) a diminution 
in the obligations on service account—India in the meantime having accumulated 
a large mass of sterling assets and repaid most of her sterling debts on government 
account, (2) improvement in the terms of trade owing to the relatively greater rise 
of prices of primary products and the significant emergence of India as an exporter 
■of manufactured articles, and (3) restriction of the scope of gold movements. 

At the close of the War, India’s balance of trade position became much stronger. 
But nevertheless there are still some elements of weakness. Food which did not 
figure much in India’s pre-war imports—her net imports in this respect being on an 
average not more than 0-5 million tons per annum now came to be imported on a 
scale five or six times greater than before. Demand for certain types of machinery 
urgently required for heavy arrears in repairs and replacements could no longer be 
postponed- 

The distinction between soft and hard currency areas which arose after the war 
gave rise to another problem. It now became essential to achieve not merely an 
over-all balance in the country’s international accounts but also a balance in respect 
of hard currency areas. 

Besides, there were remarkable changes in the direction and distribution of 
India’s foreign trade which are too well-known to deserve elaboration- 

Question 31. —( b) The changes in the structure of foreign trade during 1946-49 
have been far reaching. The main cause was certainly partition, and its economic 
consequences have nowhere been so spectacular, as they have been in the altered 
pattern of the export trade of the Indian Union. As.a result of partition the sources 
of many staple agricultural commodities and raw materials have been included in 
Pakistan, now a foreign country. From an exporter of raw jute and raw cotton the 
Indian Union has been transformed into a heavy importer of both these articles. 
Undivided India exported in the immediate pre-war year 690,000 tons of raw jute 
and 2-7 million bales of raw cotton- Now she is importing raw jute to the tune of 
about a million tons from Pakistan and cotton to the extent of one million tons 
mostly from that country. A good part of the total exports of hides and skins in 
prepejtitioned India used to come from sources which now fall within Pakistan. 
But even now the Indian Union’s export capacity is not inconsiderable in this 
respect. What is required is a processing industry, for the profits arising out of the 
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processing are now being enjoyed by foreign countries. As regards oil seeds, India’s 
export position should not deteriorate, far the oil seed acreage mostly belongs to the 
Indian Union- But as a matter of fact her exports of oil seeds in 1948 were only 
a fraction of the pre-war amount of about 1 -2 million tons. This deterioration is 
due to a large increase in internal demand. The rise and growth of the Vanaspati 
industry is an important factor to be considered in this respect. 

Jute manufactures and tea have not lost ground among Indian Union’s export 
resources. Exports of tea totalled in 1948 159,608 tons valued at Rs. 55-8 crores 
against 160,000 tons valued at Rs. 23 -4 crores of 1938-39. No country in the world 
ever set itself such stiff standards for the grant of protection. Jute manufacturers 
have also retained their prominent position in the export trade. 

jt is obvious that the Indian Union will hardly be able to ever regain the 
old, position of an almost mechanical surplus of exports over imports which was 
enjoyed by undivided India. 

We must be very careful to develop our export resources. A well-thought out 
plan is extremely necessary to stimulate our exports to hard currency areas. Jute 
manufactures, tea, manganese and oil seeds are good hard currency earners. 

But there are many obstacles to the development of our exports. One is the 
price factor. On account of high prices, Indian commodities are unable to with¬ 
stand competition of foreign goods in the world markets. Some commodities which 
can best win hard currency for us—-such as tea, managanese and jute manufactures 
are indeed being diverted from hard currency to soft currency areas because of their 
prices. The value of such exports may be increasing but their volume has been 
reduced. Inflation is at the root of these high prices. They are being diverted to 
soft currency areas not only because Indian prices are pretty high but also* because 
higher prices in terms of rupees are obtainable in soft currency areas, owing to acute¬ 
inflationary conditions prevailing there. As the process of disinflation is intensified 
in dollar markets without exchange adjustments, the diversion to soft currency areas- 
will be greater. 

On the import side, the most directly visible change is the large imports of 
food-stuff's. The deterioration in the ratio of exports to imports is mainly due to- 
these food imports. They are also one of the principal causes of our deficit with hard 
currency areas. In 1948 our food imports from hard currency areas cost the Indian 
Union 100 million. It was 33of the total cost of our food imports and 66f %, 
of our net deficit with hard currency areas. If India is able to become self sufficient 
in respect to food by 1951, the ratio between exports and imports will considerably 
improve and the deficit will also be narrowed. 

India’s current transactions in 1948 xvith different areas 
(In Cror s of Rupees) 
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such an outflow of materials as to be prejudicial to domestic interests. Foreign 
exchange in every country is not so plentiful as to be easily and thoughtlessly 
squandered away. There are certainly some commodities at least where export 
control can be immediately lifted. Vanaspati has a good case in this respect. The 
case of oil seeds may also be seriously considered in this connection. 

The framers of questionnaire have not raised the issue of destinational res¬ 
trictions. It should have certainly occurred to them for it is of vital importance in 
view of the post-war distinction between hard and soft currency areas and India’s 
current deficit with dollar and hard currency areas. So long as this deficit persists, 
export restrictions must continue over destinations. The present restrictions appear 
to have diverted exports to a considerable extent to hard currrency areas. Higher 
prices offered by soft currency areas are, however, rediverting some of India’s ex¬ 
ports, such as Jute manufactures, tea and manganese from hard currency to soft 
currency areas. The present pattern of destinational quotas may have to be conti¬ 
nued for some time, though not necessarily in the same rigid form as at present. 

It is imperative that careful attention should be paid to the development of those 
exports particularly which are able to earn hard currencies. 

Question 47. —The choice between various alternative forms of protection should 
depend upon the following considerations (1) the nature of the dutiable commodity, 

(2) the degree of specialisation to which the commodity in question may be subjected, 

(3) the degree of sensitiveness of the commodity to cyclical or secular price fluctua¬ 
tions, (4) adequacy of protective effect, (5) revenue considerations, (6) elasticity of 
home demand for the commodity and (7) administrative considerations. 

(1) Even if it is deemed to be desirable to impose a specific duty, it may not 
be practicable to do so unless there is some definite and invariable physical quality 
or attribute of the dutiable commodity on which a specific duty may be based. A 
duty based on a physical condition which is not essential or peculiar to the commodity 
may easily be evaded. An ad valorem duty becomes the only choice in such cases. 

(2) If there are different grades or qualities of a dutiable commodity, an ad 
valorem duty affords a more or less equitable distribution of the burden of protection 
since the effective rate of protection varies with the prices'of different qualities of 
the commodity. A simple specific duty suffers from a disadvantage in that the 
absolute amount of the duty tends to be the same on a cheap as on an expensive 
quality of the article. But this disadvantage may be overcome if the commodity in 
question admits of adequate specialisation. If it is possible to have a separate 
specific rate for every important grade or quality of a commodity, there need not be 
any excessive burden falling on the lower-grade articles which are presumably de¬ 
manded by the poorer section of domestic consumers. If, however, the commodity 
does not permit of much specialisation, the protective purpose may be served, at 
the least cost of society, by the imposition of an ad valorem duty. 

(3) A specific duty tends to be less burdensome but also less protective when 

the price of a dutiable commodity goes up, and more burdensome- and also over- 
protective when the price goes down. An ad valorem duty has just the opposite 
effect. If the price of the commodity in question is cyclically very much sensitive, 
a compound duty containing both specific and ad valorem elements seems to be the 
best possible device, since that would at once mitigate the over-protective effect of a 
purely specific duty and the under-protective effect of an ad valorem duty in a period 
of fallin g prices, and also lessen the excessive burden of an ad valorem duty as well as 
compensate the inadequate protectiveness of a specific duty in a period of rising 
prices. If the dutiable commodity exhibits a secular downward trend of prices, an 
ad valoren duty is the appropriate choice. But since the regressiveness of specific 
duties in the face of falling prices may be overcome by means of ‘multipliers’ or ‘co¬ 
efficients’ with which the amount of the duty is altered pari passu with changes in 
prices, specific duties might easily replace an ad valorem duty under these circums¬ 
tances as well. jj 
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ft) The protective effect of a specific duty is liable to be frittered away uade 
conditions of rising prices, while that of an ad valorem duty dwindles under falling 
prices. A compound duty containing both specific and ad valorem elements there¬ 
fore assures a degree of stability of protection in all stages of a cyclical price fluc¬ 
tuation which cannot be obtained from specific duties alone or from ad valorem 
duties alone. But, as already noted, the short-comings of specific duties in this 
regard may be largely overcome by means of ‘multipliers’ or ‘co-efficients’. 

(5) In strict theory, the choice between different forms of protection should b© 
made on the basis of a comparative assessment of their relative efficiencies for purely 
protective purposes. Revenue considerations should play no part in this matter. 
Nevertheless, in the context of our present financial position, the productiveness of 
alternative forms of protection should not, in our opinion, be altogether ignored, 
though the protective aspect of the problem should receive over-riding consideration. 
If, for example, it is found that the protective effect of an ad valorem duty is identical 
with that of a specific duty, the final choice should be made on the basis of the re¬ 
lative advantages of the two alternative forms of protection from the revenue point 
of view. 

(6) The choice between specific and ad valorem, duties cannot be scientifically 
made without consideration of the degree of elasticity of home demand for dutiable 
imports. If the domestic demand happens to be relatively elastic, the protective 
effect will be greater for a specific duty than for an ad valorem duty in a period of 
falling import prices, and this protective effect is likely to be aggravated if falling 
imports prices are accompanied by falling domestic prices. The issue seems to be 
clinched against specific import duties, if over-protection is to be avoided. If, how«- 
ever, prices at home and import prices move in opposite directions, the case for the 
imposition of specific duties becomes quite strong under the above set of circumstan¬ 
ces. 

In a period of rising import prices unaccompanied by rising domestic prices, an 
ad valorem duty will tend to be more protective than a specific duty. If the d ernes* 
tic demand is elastic, the protectiveness of an ad valorem duty will be further en¬ 
hanced. If over-protectiveness is to be avoided, the case seems to be made out for 
the imposition of specific duties under these circumstances. The objections against 
the imposition of ad valorem duties, however, lose much of their force, if rising import 
prices are accompanied by rising domestic prices. 

(7) From the purely administrative point of view, specific duties can be much 
more effectively enforced than ad valorem duties. Since the basis of specific duties 
is some physical attribute which is a matter of fact, while the basis of ad valorem 
duties is valuation which is a matter of opinion, specific duties offer far lesser scope 
for evasion and corruption than do ad valorem duties. Administrative considera¬ 
tions thus seem to clinch the issue in favour of specific duties with a high degree of 
specialisation and supplemented by proper ‘multipliers’ or ‘co-efficients’. Generally 
speaking, the. imposition of ad valorem duties should be confined only to those cate¬ 
gories of commodities which do not offer any reliable basis for the imposition of 
specific duties. But even in these cases, the basis of valuation should be the 
domestic price rather than the price at the place of origin. 


Conclusions 

We favour an empirical approach to the problem of framing our future pattern 
of tariff protection. It is necessary to weigh carefully the pros and cons of alter¬ 
native forms of protection for every single protected item. While a specialised form 
of specific duties should occupy the centre of the stage, there is likely to be much 
room for compound duty, and some room for purely ad valorem duties as well as for 
alternative duties. Above all, it is necessary to evolve a system which. offers the 
least amount of loop-hole for corruption and evasion. 



Question do. —( g) We are of the opinion that the recently established Industrial' 
Finance Corporation should be empowered to take up redeemable and non-redeem¬ 
able preference shares and even ordinary shares in the industrial companies applying 
for assistance where such a method of finance would be clearly suited to the needs 
of the particular case. The Government can further facilitate the supply of finance 
for industries by broadening the scope of the Finance Corporation and permitting 
it to assist partnerships and limited liability companies. 

Question 74. — (a & b). —The essence of planning is the co-ordinated develop¬ 
ment on all fronts simultaneously. Hence forward it will not be possible to treat- 
tariff problems in isolation; they must be related to the over-all developmental 
measures adopted by the planning organisation. If this position is accepted, it 
follows that the setting up of a comprehensive organisation (by whatever name it. 
may be called) is not only necessary, but essential. Questions of dividing this or¬ 
ganisation into sections, dealing with the planning and execution of various measures,, 
will have to be tackled by those who will be responsible for the planning work in 
general. In particular, it should be their concern to associate as much of expert 
opinion with their own as possible. The method of ad hoc Committees, consisting 
of such experts, ought to be fully explored before the planning organisation comes 
to a decision of its own. The organisation proposed in this paragraph is therefore 
three-fold. First, an over-all planning machinery with general control of policy. 
Secondly, a Tariff Commission (and other bodies) helping to form that policy and 
executing the policy when formulated. One of its tasks will be to keep in constant 
touch with the industries which have been grantee tariff protection. Thirdly, ad 
hoc committees of experts which will conduct preliminary enquiries and submit 
reports to the Tariff Commission which will be responsible for co-ordinating the work: 
of these committees and referring their reports (with modifications essential for the 
co-ordination) for the consideration of the general planning organisation. 

Questions 77 and 78. —As the work of tariff co-ordination is becoming more and 
more complex, it is essential that a special organisation for the purpose should be 
set up as an integral part of the planning organisation. That it should be a perma¬ 
nent body goes without question. But the nature of the special experience required 
in a member of the Tariff Commission (as here envisaged) is worth pondering over. 
We have supposed that enquiries relating to particular industries ’jyill be conducted 
by ad hoc committees consisting of recognised experts on those particular lines of 
industry. If this is so, the Tariff Commission should be composed not so much of 
business experts, as of Tariff experts. The technical nature of the work must be 
reflected in the composition of the body. 

Questions 82 and 83. —This procedure has often been criticised in the past and it 
is, of course, incompatible with sound planning. So far as the key industries are 
concerned, it is for the planning commission to take the initiative, set up targets 
and adopt such fiscal and non-fiscal measures as enable the industries to reach their 
targets without undue delay. As regards other industries, viz., those in which private 
enterprise will be allowed to operate (vide Statement on Industrial Policy) it is diffi¬ 
cult to see how the initiative can be taken by the Planning Commission, but the 
consideration of application from industries seeking protection need not be the only 
method— it should be supplemented by giving powers to the Commission to conduct 
enquiries on particular industries as and when they think necessary. So far as new 
industries are concerned, it is worth considering whether the machinery of control of" 
capital Issues should not work in close harmony with the Tariff Commission (all of 
these being parts of the general planning machinery) in all such cases. 

There remains the case of small and unorganised industries. So far as fiscal 
measures are found suitable for their development, they should be given the benefit 
of those measures without being compelled to ask for them. For this a careful, 
survey of their requirements will be necessary. It may be found that in this field- 
non-fiscal measures will be more appropriate than fiscal measures. In any case, it 
will be for the planning organisation to take into account the results of the survey 
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and accept such of its recommendations as can be fitted into the general structure 
of a Plan. 

Question 87 .—We have all along supposed that the policy regarding the suitability 
and the appropriate form of protection is to be formulated by the general planning 
commission. The Tariff Board, as a constituent part of that comprehensive or¬ 
ganisation, will be required to work in its own limited sphere. Therefore the ques¬ 
tion that calls for solution is the relation between the Government and the planning 
body, and not that between the Government and the Tariff Board, as at present. 
It is difficult to see how the government can give up its ultimate responsibility, 
■especially in our present constitutional set-up. But if members of Parliament are 
given some representation in the planning organisation, and if its reports can be 
■publicly discussed, the object of ensuring that recommendations are not pigeon-holed 
will be adequately secured. Now, so far as the Tariff Board is a body of experts on 
•tariff matters, its recommendations will constitute a system which will lose in internal 
consistency if the government tampers with them here and there. Therefore, so 
Tar as the level of tariff is concerned, we believe that the hands of government should 
'he tied by approriate conventions. The position should be accepted that the re- 
-commendations of the Tariff Board are either to be implemented or rejected, but 
implementation by parts would be worse than outright rejection. 


DEPARTMENT OF ECONOMICS AND COMMERCE, CALCUTTA UNIVERSITY 

Question 89 .—Of the basic objectives of the Havana Charter as laid down in 
Chapter I, article 1, the first is the most general and, in a sense, the most fundamen¬ 
tal. Our acceptance of this objective is unconditional. A few words of explanation 
of this objective may, however, be introduced here. The objective as stated in the 
charter runs as follows : “To assure a large and steadily growing volume of real 
income and effective demand, to increase the production, consumption and exchange 
of goods, and thus to contribute to a balanced and expanding world economy.” 
It has to be noted that the world economic order aimed at here must be both expan¬ 
ding and balanced. In order that both these conditions are satisfied it is necessary 
not merely that there should be a steadily growing volume of real income in each 
and every country of the world, but also that the existing disparities between the 
levels of economic development of backward and advanced countries should be pro¬ 
gressively removed. In other words the world economy as a whole must be “ex¬ 
panding”, and different sectors of the world economy must be mutually “balanced” 
and in order to introduce such balance great economic disparities between different 
countries must be eliminated. 

Subject to our unconditional acceptance of the first objective as explained above, 
we accept the remaining five objectives stated in Chapter I of the charter in so far as 
they are consistent with the first objective, and feel constrained to qualify our accep¬ 
tance of the remaining objectives in so far as they are incongruous with or repug¬ 
nant of the first. 

We consider it necessary to point out that incongruity of the remaining five 
objectives with the first one is not wholly lacking, and we feel it proper to draw 
attention to a few cases of such incongruity. The fourth objective stated in Chapter 
I of the Charter envisages the promotion on a reciprocal and mutually advantageous 
basis of “the reduction of tariffs and other barriers to trade and the elimination of 
discriminatory treatment in international commerce”. Reduction of tariffs and other 
barriers to trade should certainly be adopted where it is mutually advantageous, 
but what has not been indicated in the statement of this objective and what needs 
affirmation, is that for the rapid development of backward countries contributing 
to the eventual emergence of a balanced world economy, a reduction of tariffs in 
such countries may well be inadvisable and the actual raising of tariffs and the adop¬ 
tion of certain barriers to trade may, for a time, be desirable. In framing our ideas 
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of tue desirat ility or otherwise of protective measures we have to treat infant and 
grown-up countries as belonging to categories significantly apart, and while dis¬ 
crimination between nations, as nations, is to be unreservedly condemned as repug¬ 
nant to the basic spirit of the I.T.O., it is quite pointless to ignore distinctions in the 
economic situations of different countries and to assume a false uniformity in the 
requirements of all countries. What is necessary is not the elimination of all dis¬ 
crimination as such, but the elimination of unprincipled discrimination. We suggest 
that of the principles underlying wise and permissible discrimination, regard for 
unequal development of different parts of the world should be one, and considerations 
arising from geographical contiguity (such as exists between, say, India and Pakistan) 
may be another. 

Similar comments may be made on the statement of the third objective which 
contemplates “the enjoyment by all countries, on equal terms, of access to the 
markets, products and productive facilities which are needed for their economic 
prosperity and development.” 

The conflict between the first basic objective of the I.T.O. and some of the re¬ 
maining objectives is not accidental, but is due, at bottom, to an undue preoccupa¬ 
tion of the Charter with the task of freeing international trade of all those restrictive 
practices, which appear to oppose the commercial interests of the economically 
dominant countries of the world, and to a relative neglect of the need of promoting 
a balanced world economy. The main emphasis of the Charter is on measures cal¬ 
culated “to encourage the international flow of capital for productive investment”, 
“to promote the reduction of tariffs and other barriers to trade”, and so on. While 
such measures are not necessarily unwelcome, they must be made subservient to, and 
should, if necessary, be modified in view of the supreme need of promoting a balanced 
and expanding world economy. In the Charter itself, measures designed to intro¬ 
duce free flow of goods and capital seem to have received prime attention, and the 
need of promoting a balanced world economy has been accommodated only in so 
far as it consists with such measures. It is here that lies the origin of the basic 
weakness of the Charter and its objectives. 

Question 90 .—The provisions and safeguards for the economic development and 
reconstruction of backward countries fall far short of the requirements of India. 

Question 91. — lie: Provisions : 

The provisions in the charter are quite unsatisfactory from the point of view of 
supply of capital and technical skill to backward countries like India. Though the 
charter of the I.T.O. devotes a full chapter to the subject of Economic Development 
and Reconstruction, its actual contribution to the solution of the problem is insigni¬ 
ficant. 

Practically the only positive obligation which has been laid on the organization 
as such in the matter is in respect of supply of technical advice. The organisation 
may tender such advice directly, or may merely assist a country to get such advice 
from other quarters. All that the Organisation is expected to do in the matter of 
supply of capital, materials, modem equipment etc. is to promote, in collaboration 
with other inter-governmental organisation bilateral or multi-lateral agreements so 
as to assure “just and equitable treatment for the enterprise, skills, capital, arts and 
technology brought from one Member country to another”. It may also promote 
such agreements for the “equitable distribution” of capital and technical skill, but 
this is not an obligatory function and no machinery is provided for the carrying out 
of such distribution. Altogether, one cannot help the impression that the Organisa¬ 
tion is more concerned with laying down conditions for the free international flow of 
capital than with the objective of securing to each country that measure of capital 
and technical skill which it actually needs for its immediate purpose of economic 
development and reconstruction. 

18 M of Com. 
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it is suggested, therefore, that to give effect to the objective of the Organisation 

laid down in Chapter III, provision should be made for an agency with the pri¬ 
mary objective of fostering the development of backward countries and with suffi¬ 
cient capital and other resources at its command. The recent U.N.$ 36 m. plan for 
economic assistance to backward countries may be regarded as an attempt in this 
direction. Such an agency will no doubt work in close collaboration with other allied 
international organisations such as the World Bank and the IMF, but its main task 
will be to promote economic development in backward countries. 

I n the next place, the charter enjoins upon members non-discrimination as 
•between foreign investments. This principle of non-discrimination will prevent a 
capital-hungry country from offering better terms to another country from which 
it receives larger supply of capital and that on better terms too, than from other 
countries. There can be no strict analogy between non-discrimination of products 
and non-discrimination of factors of production. 

Re : Safeguards. 

Regarding safeguards, these fall short of India’s requirements in the following 
respects:— 

(i) Our power to levy protective tariff is seriously compromised in the case 
nf an industry the product of which has been the subject of a tariff concession by 
direct negotiation with another country. To levy a protective tariff' in such a case, 
we must get the prior approval of the Organisation which would be difficult to get 
as depending upon substantial agreement with all the countries affected by the pro¬ 
posed measure. Failing such an agreement, we must wait for a period up.to three 
years (expiring on 1st January 1951) when all tariff concessions would be reviewed. 

It is, in fact, too hard a condition to make a tariff concession irrevocable for 
three years. This will,not only hamper the grant of concessions but cause genuine 
suffering to deserving home industries in need of protection. It is, therefore, sugges¬ 
ted that it should be possible to get release from any concession granted on six months’ 
notice, provided such release is required for protection of a home industry and such 
protection has been found justified on an examination of the ease of the industry 
by the Tariff Board. In arriving at its decision the Tariff Board will be required to 
consider any Report that the I.T.O. may think fit to submit on the matter. 

(it) We have no power, except with the prior approval of the Organization 
which would be difficult to get, to apply quantitative restrictions even of a non-dis- 
criminatory character for protection of industries started after March 24, 1948. 
Such restrictive practice is however, allowed for the benefit of industries started 
between 1st January, 1939 and 24th March. 1948, and the approval of the Organisa¬ 
tion in such cases, though necessary, is mandatory. There is no logical ground for 
regarding March 24, 1948, as a deadline for this purpose and such restrictions should 
be allowed for the purpose of industries started also after this date. It is not conten¬ 
ded that quantitative restrictions are in themselves particularly desirable, and it is 
not anticipated that such restrictions will be very largely used, if allowed. But being 
more flexible and generally more effective, they have a place in the protective 
armoury and they may be taken advantage of with discretion. It is suggested that 
their use should be permitted in under-developed countries like India for the develop¬ 
ment of new industries, i.e., industries started since 1939. 

Question 92 .—The terms and conditions proposed in the charter with respect to 
(a) existing foreign capital and (6) new foreign investments, are couched in more or 
less general terms, and either too little or too much may he read into them. A 
capital-receiving country is recognised as having the right. 

(1) “to take any appropriate safeguards necessary to assure that foreign 
investment is not used as a basis for interference in its internal affairs or national 

policies”; 
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(2) “to determine whether and to what extent and upon what terms it will 
allow future foreign investments” ; 

(3) “to prescribe and give effect on just terms to requirements as to the owner¬ 
ship of existing and future investments”; and 

(4) “to prescribe and give effect to other reasonable requirements with res¬ 
pect to existing and future investments”; 

The obligations undertaken by the borrowing countries are as follows : 

(1) “to provide reasonable opportunities for investment acceptable to them 
and adequate security for existing and future investments,... 

(2) “to give due regard to the desirability of avoiding discremination as 
between foreign investments”; and 

(3) “upon the request of any Member ......to enter into consultation or 

participate in negotiations directed to the conclusion, if mutually acceptable of an 
agreement” relating to investment opportunities, security or investment etc. 

It thus appears that while a capital-receiving country can generally determine 
the conditions for the entry of new capital from foreign countries, it will not be quite 
free to vary the conditions after once foreign capital has been admitted. Any 
prescriptions it makes regarding the ownerships, or the working of foreign-capital 
must be “just” and “reasonable”. In particular, ^s stated in Article 11, it must 
take no “unreasonable or unjustifiable action within its territory injurious to the 
rights or interests of nationals of other Members in the enterprise, skills, capital, arts 
or technology which they have supplied.” 

The above may mean that a capital-receiving country must not discriminate 
as between home capital and foreign capital in the matter of taxation, labour legis¬ 
lation, nationalisation etc. If so, the charter takes away valuable rights of safe¬ 
guarding national interests in special cases. Much would depend, however, upon the 
interpretation put upon the terms “just” and “reasonable”, and upon the authority 
■qualified to give final verdict on such interpretation. It appears that such verdict 
rests, not with the borrowing country, but with some outside authority. Chapter 
VIII of the charter lays down a detailed procedure for settlement of all differences 
between members, and differences with regard to the interpretation of what is “just” 
-and “reasonable” in the context of restrictive prescriptions on foreign capital would 
certainly come under the purview of this chapter. The procedure includes arbitra¬ 
tion in the first instance, and if arbitration fails to settle the dispute, it goes in suc- 
■cessive stages to the Executive Board of the I.T.O. the General Conferences, and 
finally, to the Court of International Justice. It is thus evident that the power of 
a country to regulate the activities of foreign capital within its territory is m some 
measure at least subject to international control. 

Our opinion in this matter may be stated as follows : 

The charter should clearly demarcate certain purposes for which a member 
country should be absolutely free to regulate foreign capital and not depend upon 
agreement with other countries. For example, power to regulate conditions of 
entry of new capital, and to regulate the conditions for the expansion of the opera¬ 
tions of existing foreign capital should be absolutely vested in the capital receiving 
country. Only when variations are sought to be made in the conditions of business 
once given to foreign capital should the above-mentioned procedure for arbitration 
etc. be applied. This would give valuable right to foreign capital in the matter of 
continued enjoyment of existing privileges. At the same time, the capital receiving 
country should be allowed to reserve the right to review, at stated inverval the terms 
-on which it initially invited capital, and, if neoessary, to nationalise foreign assets 
■after giving reasonable notice and with payment of due compensation. 

Prohibition of discrimination as between foreign investments is also unaccept¬ 
able, for reasons already stated in reply to Q. 91. 
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Questions 93 and 94 .—The broad lines of commercial policy as laid down im 
Chapter IV are acceptable subject, however, to objections on the grounds noted 
below':— 

(i) Sacrifice of authority to apply quantitative restrictions, even of a non-dis- 
criminatory character, to safeguard industries started after March 24, 1948. This 
objection has been stated more fully in reply to Q. 91. 

(ii) Sacrifice of authority for a period extending up to three years to protect, 
on industry by raising our tariff in case the product of the industry has been previous¬ 
ly the subject of a tariff concession. This objection also has been stated more fully 
In reply to Q. 91. 

(Hi) Although a country suffering from balance of payments difficulty is 
permitted to impose quantitative restrictions to correct its external position, such 
action may be challenged by any other member country on the question of fact as 
to whether the actual position of the external balance justified the measures taken. 
In such an event, the final decision on the question of fact would rest with the IMF. 
It may be noted incidentally that on the IMF the United States commands a majority 
of votes. This seriously detracts from the value of the freedom to impose, quantita¬ 
tive restrictions on balance of payments ground. None but the country directly in¬ 
volved can judge the safety line for its resources of foreign exchange. While the 
authority for deciding the margin of safety regarding our foreign exchange resources 
should rest with our own government, the IMF may be permitted to judge whether 
the quantitative restrictions adopted exceed the requirements of the situation. 

Question 95 .—The obligations under the Charter are not absolute in most cases, 
but are subject to various exceptions, commonly known as “escape clauses”. The 
obligations should not prove harmful to our country if advantage is taken of these 
exceptions in appropriate circumstances. 

Question 96. —Yes, subject to the acceptance of certain modifications of the pro¬ 
visions of the charter along the lines already suggested. Moreover, we should keep 
a continuous watch on how the provisions of the charter react on our economy, and 
allow the experiences thus gained to determine our future attitude. 

Question 97 .—Does not arise. 


PROF. D. R. GADGIL, BOMBAY 

The main problem set before the Fiscal Commission is that of the protection) 
and assistance to industries and the recommendations of the Commission will depend 
on the manner in which the Commission views this central problem. It is generally 
expected that the point of view of this Fiscal Commission will differ greatly from 
the point of view adopted by the Fiscal Commission of 1922. The writers of even 
the minutes of dissent to the report of the 1922 Fiscal Commission did not go beyond 
advocating a somewhat liberal interpretation of the conditions under which, within 
the general framework of a laisses faire economy, protection to an industry should 
be thought justified and should be granted. There was then broad agreement 
that Government could not be expected to go much further than to remove or 
counteract the effects of factors that may temporarily or otherwise obstruct growth 
of normal industrial activity. Government policy was looked upon as playing a 
role definitely in the background, the main development being left to the operation 
of ordinary forces of what was considered to be an economy of free markets and 
private enterprise. 

The attitude of even the strongest champions of private enterprise in India 
•is no longer the same today. Planning has been adopted as a slogan not only by 
all political parties but also by all shades of economic interests. The activity of 
the industrial panels appointed during war by the Government of India and the 
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types of recommendations they made take us far away from the philosophy of the 
working of natural economic forces. The plans even of industrialists call for regu¬ 
lated development to take place in definite direction within a comparatively short 
time. If the planning point of view is adopted its results on the recommendations 
of the Fiscal Commission should be radical. The main essentials of the new point 
of view appear to be as follows : (1) The determination of targets of growth of 

productive activity in important directions to be attained within a given period. 
(2) The distribution of the targets in some detail over time and space. The first 
involves some idea of the relative dimensions of the various targets and a broad 
indication of the steps by which the targets would be attained and the second in¬ 
volves distribution of the measure of intensification of economic activity in varying 
proportions over the different parts of the country and over successive years. In 
relation to industrialisation the latter means, in particular, the determination of 
the location of new industrial units. Economic planning has obviously many other 
aspects; only those aspects have been noted above which have direct connection with 
industrial policy. At the same time the close integration of industrial production 
targets with targets in other fields of economic activity cannot be ignored. Many 
industrial targets are intimately connected with targets of agricultural production 
and production of other materials within the country. Industrial targets are also 
intimately connected with targets of transport development and targets of import 
and export allocations of specific primary or manufactured goods. Progress of 
industrialisation as part of a plan, therefore, means the adoption of the technique 
of planning and of measures suited to that technique over the major field of economic 
activity. If there is any large well planned progress towards this objective there 
would be no question of considering separately or independently the problem of 
assistance to individual industries and the machinery required to implement such 
assistance. In that event, protection to industries such as by way of import 
duties levied on the import of particular products wnuld be part of a general scheme 
of a plan of import and export allocations framed as a part of the whole plan. Also 
the machinery for implementation of industrial targets and policy would not be 
required to differ in any essential from the machinery devised to implement general 
economic planning. 

The first point to be considered in connection with the terms of reference of 
the Fiscal Commission is, therefore, whether its recommendations are to be consi¬ 
dered as part of an overall plan which Government may soon frame or not. In 
the former event it may have to take a wide view and do such work as that of co¬ 
ordinating and collating and also perhaps re-examining the recommendations of 
the industrial panels and it may also have to go in fair detail into questions of the 
general balance of payments and especially of the particular balance of imports 
or exports of important specific industrial raw materials and finished products. 
The range of variation of the background conditions against which the Fiscal Com¬ 
mission may make its recommendations can be indicated as follows : At one extreme 
it may visualise the working of a national economic plan, prepared and executed 
under the aegis, of a central authority. Under such a plan detailed targets would 
be laid down and various government agencies would operate directly and indirec¬ 
tly to see that they were attained. It may be that the Fiscal Commission may 
consider that it is not permissible to adopt this view and that nothing in either 
the terms of reference or the action of government regarding economic policy during 
the last three years ■will justify its adoption. At the other extreme the Commission 
may take the view that the bulk of planning and planning commissions is, in the 
main, formal and empty and that even when any specific targets are mentioned by 
authority they are to be considered more as pious hopes than as real objectives of 
active governmental policy, that at any rate it is unlikely that any effective steps 
would be taken by Government for their attainment and that controls in the domain 
of import and export policy and for the conservation of foreign exchange resources 
would operate intermittantly and hesitatingly as heretofore; for the rest, industrial 
development would be a matter for the private investor and enterpreneur. It may 
not be possible for the Commission to take even this full matter of fact a realistio 
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view. It would then have to import into the situation a measure of rationality 
which may appear to be lacking in it at present. In whatever manner the existing- 
situation is rationalised the main differences will turn on the extent to which Govern¬ 
ment policy relies on private enterprise and to which private enterprise is supposed! 
to he given freedom to act. 

In all this the dominant consideration is that if all industrial development is; 
to take place through the activities of private investors and enterpreneurs it cannot 
be related to definite targets and definite achievements. Government may make 
ft plan and announce objectives. It may also, to a limited extent adopt a policy 
by which private persons seeking profits are directed towards- certain ends and 
repelled from certain others. The economic field will, however, in the main be 
occupied by private enterprise actuated by the profit motive. Whether in fact, 
in a particular set of changing circumstances, Government objectives are or are 
not attained would depend on the somewhat unpredictable total result of a multi¬ 
tude of private decisions. The point may be illustrated by reference to such pro¬ 
blems as that of the depressed areas in U.K. in the thirties. So long as the depressed' 
area problem was tackled by merely means of inducements for the unemployed' 
to migrate or for new industry to settle in the area the end result remained uncertain. 
There was no direct Government intervention and the state contented itself with 1 
attempt at manipulation of general conditions, under which private efforts operated. 
Another illustration may be drawn from recent Indian experience. The Govern¬ 
ment of India may desire a certain distribution of arable acreages between different 
crops. For bringing this distribution about it may conduct propaganda, offer 
subsidies or manipulate the prices of certain agricultural products. However, the 
effectiveness of propaganda or subsidies could not be forecast with any certainty and 
unless the whole scheme of relative agricultural prices was under control and could 
be adequately manipulated even this important force would work with uncertainty. 
If, for example, cereal prices were pushed up in order to encourage production off 
foodgrains, at the same time as cotton and groundnut prices moved up even more 
than proportionately, cereal price manipulation should obviously prove ineffec¬ 
tive. In the same time way results of Government attempts to encourage parti¬ 
cular industrial effort w r ould depend on a great many external factors over which 
Government would not be exercising any direct control e.g., conditions obtaining 
in the capital and the commodity markets. 

The point may be emphasized with reference to the questionnaire of the Fiscal 
Commission. It should be possible for the Commission to assume agreement on a 
certain number of points. Agreement could, for example, be assumed in relatiom 
to the desirability of considerable overall industrial expansion and the need for an 
active official policy for bringing this about. Also, in the light of its terms off 
reference, it does not appear to be very important for the Commission to consider 
in a fundamental way questions such as those of agriculture, population and 
labour. The unduly large proportion of persons employed in agriculture, the 
overwhelmingly large and growing Indian population or the comparatively low 
efficiency of all kinds of productive activity in India may well be taken for 
granted. So also is there little room for difference of opinion on the need for 
large capital assets, obtained even from abroad if those are available on reasonable 
terms. A real problem, however, arises when the problems of the pattern off 
industrialisation or the balance of payments are approached. What for example 
is the purpose of visualising a pattern of industrialisation ? is it related to the 
maintenance of existing proportions of various activities or bringing about a 
changed system of such proportions during a period of time? To consider an 
instance, the relations between mechanised and hand industry have been examined 
by many committees in the past. Certain desirable patterns and certain measures 
for achieving these have also been indicated by All-India or Provincial Committees 
for specific industries such as handloom industry or the country oil press. It 
has been universal experience that action of the type recommended by committees 
or otherwise has so far proved futile in the face of any strong economic pressure.. 
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In the same way there has been vague talk of a location pattern for industry. But 
as long as no stringent action in relation to big connurbations like Bombay or 
Calcutta is taken the talk of dispersal and of an adequate solution of the problem 
•of these big population centers is completely unreal. Each time the question veers 
back to the central issue of the direct intervention in and direct responsibility for 
economic affairs on the part of government. All recent considerations of definite 
government objectives has led to emphasizing the need for direct government 
intervention in economic activity if measurable results are to be attained. The 
most striking example of this is perhaps the recent report of the Export Promotion 
Committee. The composition of this Committee did not appear to make it 
"pre-disposed in favour of government intervention and yet it found itself 
compelled to make recommendations in relation to trade, in jute and oil seeds 
which could only be considered as very far reaching. The issue may be made clear 
by analogy of the distinction between trying to obtain an increase in food 
acreage on the one hand by propoganda and subsidies and on the other by legisla¬ 
tion on lines of the Bombay Growth of Food Crops Act. 

Recent declarations of Government policy have definitely renounced direct 
ownership and conduct of industry. It may be argued that detailed control and 
regulation of the operations of private industry may achieve the ends of a plan 
without direct ownership or conduct. It does, not, however, appear that Indian 
private enterprise will easily reconcile itself to the set of detailed controls required 
for the purpose or that Government will desire to or will be able to enforce them. 
The protagonists of Indian private enterprise desire state assistance and protection, 
they also desire the continuance of many types of indirect controls. They, however, 
do not desire exactly the two types of controls which alone can guarantee the attain¬ 
ment of the social ends of production. These are production controls and controls 
over the distribution of the ultimate product to the consumer. The manner in 
which the Textile Industry has been able to put off rationalization and standardi¬ 
zation of production is only the most notable instance of the shaping and working 
of the economic policy of the Government of India. 

In the absence of the acceptance of ultimate controls the position differs from 
the 1922 position only in the following particulars. Firstly, the reasons that will 
be found acceptable for modifying the working of ordinary economic forces may 
be more numerous and more varied and secondly official action taken to provide 
assistance and protection may similarly be taken more often and may take varied 
forms. But the main features of the situation which will remain unchanged are 
that (1) within the manipulated circumstances it is private enterprise alone that 
counts and (2) the main beneficiaries of the whole scheme of manipulations remain 
the private enterpreneurs; because, however much you may increase the contribu¬ 
tion to the States or to labour the ownership of the instruments of production and 
the ultimate control of these instruments (largely brought into being by specific 
action of Government and at large costs to society) remain in the hands of the 
private investors and enterpreneurs. In these circumstances, it is obvious that 
(i) results of Government policy will be uncertain and (ii) that Government indus¬ 
trial policy would not obtain and should not expect support from classes other than 
those of private investors and enterpreneurs. 

No compromise appears possible in the fundamentals of policy. A regime of 
indirect controls, as at present, instead of being socially useful is merely the instru¬ 
ment of entrenching further the power of particular interests. (In this connection 
I would invite attention of the Commission to the lessors to be derived from the 
activity of the Commodity Prices Board, and especially to tw o reports of that Board 
(1) on controls and their continuance and (2) vanaspati prices. For an evaluation 
of the indirect controls regime see paras. 26 of the former report). 

In my opinion, the real question of the future is not what policy Government 
should adopt in regard to protection and assistance to individual industries but 
how soon Government evolves an overall plan of economic development and how 
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actively and effectively this is implemented by a rapid progressive control, regula¬ 
tion and nationalisation of all important mechanized industry. 

I have treated, at some length, this question of the fundamentals of official 
economic policy not only because I feel that it is at the root of all policy-thinking 
in India today but also because it is relevant to the consideration of a great many 
questions included in the Commission’s questionnaire. Almost all questions included 
in Sections I, II, III, V and VI and questions (a) and (6) in Section IV and (c) in 
Section VII have importance for the work of the Commission chiefly when indus¬ 
trialisation is thought of in terms of and as part of a plan of economic development. 
If it is not so considered, little difference in principle would'remain between the 
problem as faced by the Commission of 1922 and that by the present Commission. 

In 1922 the protective duty was the main, almost the only known, instrument 
of policy. Today the instruments for giving protection and assistance are more 
varied; but the object in the use of the varied means will still be the same. Govern¬ 
ment decision would not take the form of quantitative production targets which 
are derived from a general plan; the decisions would rather be on the lines of whether 
a particular economic activity deserves encouragement for its growth and develop 
ment whether conditions existing at any time are proper for the desired growth 
and whether if they are not, government can by any means at its disposal make 
them favourable in an adequate measure. Each consideration on these lines would 
be in relation to a specific economic activity and final decision in respect of it would 
depend on specific advantages supposed to be gained and the particular calculation 
of the disadvantages to be set off against the advantages by way of the cost to the 
public and to Government of the protection or assistance devices. 

In this context the main new recommendations regarding policy that the 
Commission would today be required to make would be in connection with (d) of 
Section IV. This question would still be considered, as before, in relation to indi¬ 
vidual industries but the definition of principles would be very much broader than 
before. It could, for example, be related to a wider view r of economic objectives 
and to a more intergrated consideration of the working of economic society. 

There is, however, one other respect in w'hich the condition of the background 
against which the recommendations of the Fiscal Commission are made would, 
even on a narrow' interpretation, differ widely from those to the conditions of 1922. 
In 1922 Government intervention and regulation of any field of economic activity 
was entirely exceptional. Today these have become normal feature of ail aspects 
of economic life. Therefore, all recommendations regarding policy must be made 
and evaluated in relation to the regulations and controls already in force. 

In this context the main field with w'hich the Fiscal Commission is concerned 
is the field of foreign trade. In this field there operate at present, apart from pro¬ 
tective and fiscal duties, prohibitions on some imports or exports, licensing of other 
imports and exports, agreements with specific Government regarding exports and 
imports some of which are connected with quantitative quotas etc. The industrial 
policy of the future and recommendations regarding it must be made in relation" 
to this feature of the foreign trade field. Is it likely that some of the existing restric¬ 
tions on foreign trade will vanish and conditions akin to those of the twenties wdll 
soon be restored? Is it possible and will it be proper for the Fiscal Commission 
to make recommendations on the assumption of such a return to the normality of 
a comparatively free trade regime? On any reasonable view of the matter such an 
assumption will be highly unreal. The serious shortage both in monetary and 
commodity fields that our country labours under today are not likely to disappear 
in any near predictable future. Therefore, imports and exports controls and licen¬ 
cing and also, most probably bilateral trade agreements will continue to have an 
important influence on the field of economic policy in relation to which the Fiscal 
Commission is called upon to make recommendations. 
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It will perhaps be one of the most important problems to be faced by the Com¬ 
mission as to how the continuing controls in these fields and the objectives sought 
■to be attained by them are to be reconciled with the operation of the system of 
protection and assistance to industries which the Commission projects. The varying 
and varied objectives of the policy of control over imports and exports have been 
brought out in brief in the notices included in the Fiscal Commission’s printed 
questionnaire. It has been also been indicated there that the exceptions allowed 
in the Havana Charter and in the general agreements on tariffs and trade are very 
wide, ^especially in relation to the balance of payments problems. It is clear that 
unless means are found to corelate the objectives and coordinate the working of 
the export and import restrictions from the commodity point of view, with the 
monetary and other aspects of the balance of payment policy and with the duties 
•and subsidies required for assistance to industries, action on various fronts may 
continue to appear and to be as vacillating and contradictory as in the past three 
years. In some ways this is, perhaps, the most important problem as also the most 
difficult one. It is, for example, quite likely that the answers given to any parti¬ 
cular question, such as that of the desirability of certain imports from certain 
directions, may not be the same when given from the point of view of (1) essential 
consumer or other needs (2) conservation of hard currency and (3) assistance or 
protection to Indian industry. It would, therefore, be necessary to think out how 
both in the making of decisions regarding policy and also in the operation of controls 
these conflicting points of view are both (1) given adequate consideration and (2) 
determinately reconciled in a final manner. The apparent vacillations of govern¬ 
ment policy have arisen from not having provided for either of these essentials so 
far. Policy seems to be shaped today essentially by individual odhoc decisions, 
which by the nature of circumstance must be of a short term type, taken indepen¬ 
dently by various authorities in different departments in various controls and at 
various stages. An unsatisfactory result logically follows on the procedure. There 
appears, however, to be no easy and short way out of the present situation. 

I would emphasise greatly the importance of this aspect of Commission’s work 
not only because it is crucial and difficult but also because it does not appear to have 
been given the necessary attention in the framing of its questionnaire. I draw 
attention to this aspect without making any detailed suggestions because, in my 
opinion, the proper solution of the problems can lie only in the adoption of an active 
and integrated economic policy. The attitude appropriate to a predominantly 
private enterprise field is an attitude that not only leads to but also dictates indivi¬ 
dual and odhoc decisions. This it does invitably, because it assumes that the 
larger integration is achieved by the working of natural economic forces. It is 
obvious that in India today the working of the mixed system of unregulated eco¬ 
nomic forces and partial controls is incapable of achieving an integration and reconci¬ 
liation of the numerous individual decisions—official and non-official, taken largely * 
independently of each other. I do not believe that it would be possible to guard 
against conflicting tendencies arising out of the various aspects of policy making 
unless the consideration of all of them was placed in the context of an overall 
economic plan. It is only when the basic priorities are all determined in such a 
plan and concrete targets set out by it that the decisions made about various controls 
could be ensured to operate within a reasonable margin of correspondence with 
each other. 

To sum up the Fiscal Commission may think of the task as one of framing the 
industrial development side of a whole economic plan. In this case it will have to 
consider the problem of the pattern of industrialisation and the place of the various 
types of industrial activity within it and other related general questions such as 
that of the balance of payments. On the other hand, it may take the view that 
future development w ill be brought about chiefly through private efforts; in which 
case the Commission will have to concentrate attention on the conditions under 
which and the objectives for which protection and assistance to individual industry 
will be held justified and the appropriate means through which it will be rendered. 
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This will be an approach similar to that of the approach of the 1922 Fiscal Commis¬ 
sion. However, the prevalence of a regime of partial controls over the whole field 
will complicate the prescription and evaluation of forms of assistance and tliis will 
be a new major problem that this Commission will have to tackle. 


Dr. R BALAKRISHNA, M.A., Ph. D. (LOND.), PROFESSOR OF ECONOMICS 
UNIVERSITY OF MADRAS, MADRAS. 

Section A (i) 

Question 1 .—There has been a considerable change in the economic background 
of the country since 1922. By 1939 there was not only an economic awakening 
but also a sizeable progress in industrial development. The Second World War 
led to a remarkable expansion under artificial conditions which has now to be 
conserved. The post-war years have not proved equal to the task of maintaining 
the progress attained. 

The general economic pattern of the country at present has no resemblance 
to that of 1922. Further, in its relation to the outside world the Indian Economy 
has had to face several complications since the war. So much so, the one central 
idea of offering incentive to industrial development which has predominant in 1922 
has become relatively unimportant as compared to the other issues which are 
essential for maintaining the economy on an even keel. The Fiscal Commission 
cannot work in vacuo disregarding the other disturbing factors. 

Question 2. —(a) Apart from the shortages of agricultural produce during war 
the most important permanent change in our agricultural situation has been caused 
by the partition of the country. The loss of Burma affected only our export position, 
but the creation of Pakistan has disturbed our Belf-sufliciency. The distribution 
of our economic emphasis will perforce be on the side of agriculture until such time 
that our valuable food position is obviated. The Fiscal Commission cannot ignore 
this change in the situation. 

(b) Regarding consumption there has been a considerable difference owing 
to the flow of a greater proportion of the national income to the poorer classes. But 
the overall deficiency of food estimated has not much practical significance in a 
country like ours where such scientific diatetic standards have never been maintained 
Life in India has laways been based on a rule-of-thumb and several classes of people 
have not seen more than one meal a day. Their survival has always been due to 
their spiritual strength. One clear proof of the disparity between the scientific 
ration standards and actual consumption is the existence of the black market. 

(c) India has become a net importer of food of a considerable volume owing 
to poor output and partition. Only the commercial crops have held their own as 
export products. Even among them raw cotton exports have fallen. This 
position threatens to last until the effects of the partition on our agriculture is 
relieved. 

Question 3 .—Our industrial progress cannot be as rapid as could have been 
had partition not taken place. Our attention has now to be divided between res¬ 
toring agricultural self-sufficiency and accelerating industrial progress. Perhaps on 
the industrial side we may have to encourage with protection and subsidies much 
of the industries which may supply mechanical equipment and chemical fertilizers 
to agriculture. 

Question 4 .—Increased agricultural output is a basic necessity for intensifying 
industrialization. Greater efficienty in output would release the personnel re¬ 
quired for the increase in secondary and tertiary occupations. The mineral wealth 
of the country deserves better prospecting and more intensive exploitation. 
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Hereafter not only their home demand but the foreignd emand will also increase. 
Their exploitation should be continuous and not contingent on the appearance 
of foreign demand as has been the case for instance of manganese. Probably a 
certain degree of State control in this respect may be necessary. 

Since 1922 the greatest industrial progress has been with the metallurgical: 
industries. The Iron and Steel industry has been sponsored by the Fiscal policy 
and the benefits are tangible. The cotton textile industry could have perhaps 
progressed equally well without protection, but during its vicissitudes fiscal pro¬ 
tection was helpful. The Chemical industry on the acid side has developed owing 
to natural protection but on the alkali side there has been no progress. The progress 
has only been in particular directions. It has not been wfell coordinated. Con¬ 
sequently several gaps in the structure of Indian industry were discovered under the 
pressure of war. 

Question 6. —(a) Machine tools, capital goods like textile machinery, agricul¬ 
tural machinery and implements, chemical fertilizers ; other than amonium sul¬ 
phate, locomotives and rolling stock. 

(b) Volume of production should at least reach installed capacity. During 
post-war years it has fallen below existing capacity. 

(c) Operative costs have risen enormously owing to high labour oosts. Labour 
output has not increased proportionately. 

( d ) Under management there is much scope in India for Rationalization and 
Scientific Management. It has hardly been attempted,. 

(e) Capital formation has been affected by high direct taxation and a large 
diversion of national income to middle and lower classes. They are still to develop 
the saving habit. Besides as long as inflation lasts they don’t have much margin 
to save. Dissaving is also noticeable among the rich. These tendencies are inimicaB 
to capital formation. 

(/) Raw material position seriously affected by Partition. There is not much 
scope to retrieve the position in the immediate future. Healthy trade relations 
with Pakistan is the only solution. Hydro-electric poweT has to be developed still 
further owing to the limited reserves of coking coal. 

(g) There is a shortage of technical ability. Training centres in India have to be 
established. 

(h) Supply of labour is not inadequate but efficiency is low. 

(») What is worse is the go slow tactics practised during recent years. Labour 
organizations have not inculcated a national spirit in the workers. Sectional in¬ 
terest is elevated and national well-being is subordinated. 

Question 7. — (a) The most important is the handloom weaving industry. Pro¬ 
vides occupation to four-fifths of the workers in textile industry. Maintains about 
ten million people. Though it provides only 30 per cent of the cloth oonsumed it 
employs more than 86% of the textile workers. It is not a decaying industry. 
There is a high proportion of the wage bill to the total cost of production among 
them. Whereas in mill industry the proportion is only 26% it is 40% in hand weav¬ 
ing with mill yam and 75% in hand weaving with handspun yam. 

"Other small-scale and medium industries are :— 

Bengal:—Rice mills, mills for pressing oil, hosieries, match factories and' 
tanneries. 

Bihar & Orissa:—Lac, mica, leather and oil. In those provinces people 
depend on traditional occupations. 

Central Provinces:—Shellac, oil mills, glass factories, flour mills, brass and? 
bell metal work. 
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United Provinces:—Blanket weaving, embroidery, carpet making, calico 
printing, etc. 

Punjab:—Sports gear, cutlery, tanning and shoe making. 

Bombay:—Leather handicrafts, metal handicrafts and gold thread. 

Madras :—Tanning, groundnut decortication, silk worm rearing, etc. 

Most of them suffer at present from a number of drawbacks, owing to lack 
'of organization. Uniformity of products cannot be secured and quality cannot be 
'maintained. Appliances in use are antiquated and crude. They could be refined 
without any fundamental alterations. Waste of time, energy and material is co¬ 
lossal owing to want of a rationalized technique of production. Finance is ex¬ 
tremely lacking. The workers are in debt perpetually. Lack of efficient sales 
agencies render them a prey to the exploiting middlemen. Therefore the margin 
of profit is reduced. 

(6) (i) In relation to agriculture they are of significance in providing subsidiary 
occupation. They will relieve the chronic under employment in agriculture. They 
will help in providing full employment in the agricultural sector and prevent seasonal 
exodus. 

(ii) In relation to large-scale industries the problem is to Ascertain the feasibility 
■of dovetailing them with large organizations wherever it is technically beneficial. 
At certain stages it is more economical to adopt the small-scale organization. On 
the basis of the optimum scale of operations for each process of production there 
should be a stratification of forms in each industry ; some large and others small. 

Question 8.-—From a social standpoint the small-scale industries would rectify 
the unevenness of occupational opportunities in different regions. They can cover 
the voids left by the unfilled gaps in industrialization. 

From an economic standpoint there is a technical necessity to organize certain 
industries on a small scale for efficiency. The optimum scale of their operations 
is small. The nature of the product, the methods of manufacture and the conditions 
of demand of certain industries are such that their operative efficiency is at its 
'maximum when conducted on a small scale. 

Thus they have an important part to play in Indian economy. At present 
they could help increase output and meat the inflationary potential to a certain 
extent. In the long run the structure, of industry would be more rationally designed, 
occupational opportunities would be increased and to a certain extent regional 
balance could be restored. 


Section A (ii) 

Question 9.— (a) Rural industries like sericulture, poultry farming, bee-keeping 

etc. 

( b) Handloom weaving, bell-metal industries and cutlery, sports gear, etc. * 

(c) Artistic crafts and Urban industries. 

Question 10.—For export only the artistic crafts would be suitable ; such as for 
instance carpet making, bell-metal ware, carving and inlaying, etc. 

Question 11. — The price of cotton yarn has risen owing to protection adversely 
affecting the handloom weavers. Protection to large-scale industry will affect in 
general the cottage industries only when the raw materials of the latter are there¬ 
by enhanced in price. Otherwise the cessation of cheap imports standing in a 
competitive relationship with cottage industry products is an advantage. So each 
instance of protection should be judged in relation to its repercussions on the cot¬ 
tage industries. No generalisation is possible. 
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Question 12.—For first part of the question refer answer given to Question- 
7(a). Suggestions for improvements are : (1) To organize the handicrafts men in 

voluntary associations. Some moral pressure may be brought to bear on them. 

(2) Improvement in the technique of production, specification of commodities,, 
economy in the purchase of raw materials. All these could be done by the joint 
deliberation of workers. 

(3) Study of market conditions and appropriate designs of products can also 
be done through such associations. 

(4) Joint installation of certain types of plant, e.g., a plant for preparatory- 
processes in cotton textiles in a weaving centre for common use. 

(5) Finance should be supplied by the State. The advance can be made through/ 
the medium of Industrial co-operatives to be formed by the workers. 

(6) Supply of cheap electric power to cottage industries, 

(7) Specialities and quality products to be encouraged so that competition 
with large-scale industries may be avoided. 

Question 13.—There is only a remote possibility of Trade Agreements affecting 
cottage industries. Foreign imports are not likely to affect them much. Of course 
the exports of cottage industries, if any, may be borne in mind while negotiating; 
trade agreements. 

Section B 

Question 14.—The policy recommended was too fully implemented and henoe- 
the trouble. The letter of the law was respected more than the spirit of it. 

Question 15.—The policy in its operation was defective both in prinoiple and- 
in administration. The triple formula has been extremely restrictive and it has 
been applied with rigidity. The hampering effect of the policy has been the main 
cause of the slow progress of economic expansion. The Fiscal Commission had; 
also made it clear that industrialization should not be forced but should be achieved 
gradually. A bolder approach was necessary for expecting tangible results. 

The glass industry was denied protection as soda ash was not available in the- 
country. The raw materials for soda ash were available in the country but it wae 
not being manufactured. So it was more a case of refusal of protection as another 
industry had not developed rather than absence of raw materials. Similarly in 
the case of worsted absence of raw materials stood in the way of grant of protec¬ 
tion. 

The protection that was actually granted in India was either to neutralize the 
unfair conditions prevailing abroad or as a countervailing measure against dumping 
or exchange depreciation. Therefore though the intention of the Fisoal Commission, 
was to grant “ developmental protection” what was available was actually of the 
safeguarding variety. 

Question 16.—No. The entire approach of the Fiscal Commission to the problem 
was extremely emperical in character. The first condition regarding raw materials, 
is one that resolves itself utlimately to costs of production. Therefore the necessary- 
costs of ptoduction in each case would have been more scientific approaoh than 
a mere description of the natural advantages that should exist in a country. The 
second condition of the formula is a mere explanation of the first and has no claim 
to stand as an independent condition. It is therefore superfluous. With regard 
to the third condition it is very difficult for any Tariff Board to forecast with accu¬ 
racy whether an industry would be able to stand eventually without protection. 
Apart from an intelligent estimate of probabilities a definite statement in that respect 
is unreasonable to expect. 
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Qvestion 17.—They were well conceived but hardly followed. The stipulation 
-of the Fiscal Commission that industries of national importance should receive 
special consideration has remained a dead letter. The Tariff Boards in India have 
also taken a static view of the course of industrial development. They have not 
devoted enough attention to the ramifications of an industry under consideration. 
Unless the mutually dependent parts of an industry are also included new lines 
of production are apt to be neglected. A dynamic view of the economic structure 
would not only provide for the protection of existing industries but also offer 
incentives for the growth of allied branches. The exclusion of new industries from 
the scope of the protective scheme is another very unfortunate feature of the policy. 
It prevented the genesis of several useful industries in the country. 

Question 18.—There has been the overriding consideration in India that the 
revenue needs of the country ought not to be jeopardised and consequently there 
has been an overcautious application of the policy of protection. The measure 
of protection has also been extremely moderate as the most efficient producer is 
taken by the Tariff Board as the criterion for determining the degree of protection. 
On the administrative side the procedure has been very dilatory and vexa¬ 
tious. 

Question 19.—Here there is a relaxation of the conditions governing the grant 
of protection. Emphasis is placed on the actual or probable costs of the industry 
based on its economic advantages. An important departure in policy in this respect 
is the alternative provided to the existence of natural resources in the shape of 
economic advantages. That means even if some of the raw materials are not available 
in the country an industry may be entitled to protection on the strength of its other 
economic advantages. 

The clause about national interest is given as an alternative to the natural or 
economic advantages of an industry. Thus what was an additional condition and a 
condition that was almost a dead letter has been raised to the status of a basic 
principle. It is obvious therefore that the conditions of protection are liberalized. 
It is a change in the right direction. 

Question 20.—Unlike the reports of the previous Tariff Boards the reports of 
the present Tariff Board are not available. Except Press Reports of their recom¬ 
mendations no information is available regarding the arguments adduced. Hence 
4t is not possible to comment on the work of the present Tariff Board. 

Section D 

Qvestion 31.—There has been a decline in the quantum of India’s foreign trade 
for a few years preceding the outbreak of the second World War. In the decline 
of India’s foreign trade, imports have fallen to a greater extent than exports. The 
exports of India have shown a greater tendency to improve than imports. Imports 
•of machinery are steady at a high level but imports of finished products have de¬ 
clined. Exports of manufactured products have increased and exports of raw 
products have declined. That shows with the aid of sheltered markets India may 
be able to expand her industries. 

Regarding direction the share of the Empire and the United Kingdom has 
been declining more in respect of imports than exports. Even our exports are kept 
within the Empire more through Trade Agreements than by means of natural fac¬ 
tors. The normal tendency seems to be to break away from Empire moonings. 
Till 1942-43 the war did not make much difference in our foreign trade as compared 
with the years immediately preceding. The year 1943 was very bad for imports. 
During the war Indian exports were in a better position than imports. Owing to 
the exigencies of war the share of the Empire was greater. 

Question 34.—It all depends upon the nature of the economy that is finally 
accepted for our purpose. If a “Mixed Economy” with oentral planning is devised 
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■direct methods of control to insulate the planned economy may be more effective 
than fiscal measures. Fiscal Measures would still continue to safeguard the private 
sector. At present since the economy is partly controlled there is a great need for 
■direct methods. 

Question 35.—At the present time a tariff policy by itself may not be able to 
help much either trade or industry. In the first place, most of the economics are 
either fully or partially controlled. Secondly, the Havana Charter does not permit 
free scope for tariff manipulation. We have to devise a tariff to suit the 
Charter. 

Question 36.—If the short period refers to the next two years the chief pre¬ 
occupation would be the dollar shortage necessitating severe cuts in imports. A ft 
against this contingency tariffs would be absolutely superfluous. Only such "of 
those imports from non-dollar areas which are competitive with local, product 
may be regulated through tariffs if they are not to be subjected to direct method of 
•control. 

However, if a longer period than the immediate future is being thought of, 
there should be no radical difference in tariff policy. The enquiries conducted 
during the transitional period should have reference to the long-range policy of the 
■Government. 

Question 37.—Protection cannot be good for all time and under all circumstances. 
It is quite likely that assistance may be more appropriate and effective in some 
•other form than through protection. It could be judged only on the merits of 
each case. 

Question 39.—There is not much advantage in priorities to particular classes 
of industries. What is needed is an integrated scheme of development for a 
country. In such a scheme the vital link should receive priority. 

Question 40.—Of course ; that has been one of the chief defects of the previous 
fiscal policy. An industry need not necessarily be in an embroyonio stage to be 
entitled for consideration. Even in the pre-natal stages industries should be assured 
of the protection that they deserve. 

Question 41.—(a) (1) Protective Import Duty: Under capitalist planning pro¬ 
tective tariffs are essential for regulating through the price mechanism the activities 
of private enterprise, as State trading is not likely to appropriate the entire sphere 
of foreign trade. They should be available for protective purposes. It is wrong 
to think that they are irrelevant in a planned national economy. It may be true 
that in a fully planned socialised economy as in U.S.S.R. they are superfluous. 

(ii) Subsidy: Production subsidies should be permissible as a price support 
as long as free enterprise has a sphere to function in a planned economy. 

( iv ) Quotas have also to be employed for executing the production plans. They 
are a better means than tariffs for exercising administrative discretion in discrimina¬ 
ting between countries and as a more effective instrument for tariff bargaining. 
Quotas are also more flexible than import duties as instruments of regulation. 
They are not covered by treaty or most-favoured nation obligations. But it must 
be admitted that they are a non-conformable type of interference which destroys 
the price mechanism and free enterprise. Still a system of quotas which is a half¬ 
way house between a liberal and a socialised trading system has to find a place in 
the commercial policies of democratic countries which have embarked on planning. 
Then again to insulate the production plans quotas are the only means among 
countries which are not fully socialized. Tariffs would be relatively ineffective 
for the purpose. Quotas can be made less harmful than what they were in the 
inter-war period. 
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( b ) None of them individually can be the normal method. There should be a 
judicious combination of all of them. 

(c) Yes: It should be decided in each case on its merits. The conditions of 
selection are the degree of planning and whether the industry falls in the Public or 
Private sector. Further, the ability of the industry to avail itself of protection 
should also influence selection. If it is too weak, a price support in the shape of a 
subsidy may be necessary. 

Question 42.—For safeguarding or anti-dumping it is best that direct methods 
of control are applied. It is desirable that Tariffs are reserved only for long-range 
protective policies. 

Question 43. — (a) Export duties would have a very minor place. Only where 
the incidence is likely to be on the foreigner it may be imposed and the proceeds 
may be used for fortifying the industry lest it should lose the foreign market. 

( b ) Against critical shortages and conservation of raw materials direct methods 
axe always more effective and reliable. Export duties may not be of much 
avail. 

Question 44. —Export subsidies are not desirable and neither can India afford 
it. All fiscal help should be on the side of raw-material and plant equipment. Any 
import duties on them should be abolished. If that is not feasible a rebate on the 
duty paid by export industries should be allowed. 

Question 45. —They are taking the most efficient firm as their criterion. This 
is not scientific under product differentiation and monopolistic competition. The 
optimum size of the firm is never reached under such conditions. The average 
cost of a few representative firms may be a more satisfactory proposition. 

Question 46. —No. It would lead to unnecessary confusion and still may not 
achieve the object. 

Question 47. —The price level, the nature of the commodity, and the degree 
of protection to be granted. 

Question 48. —Quantitative quotas are preferable to tariff quotas. 

Question 49. —A minimum is better as no one can say definitely when protection 
would become superfluous. 

Question 51 ■—Our long-range fiscal policy can only fit in to the general scheme 
of Economic Planning. Unlike on the previous occasion the Fiscal Commission 
has now to prescribe within the limited scope available for tariffs to play a part. 
Then tariff policy was everything, but now it has to adjust itself to the limitations 
imposed on it. On the one hand there is the Havana Charter and on the other the 
need to plan. Neither of them will allow a free hand to tariff. Hereafter tariff 
by itself cannot achieve much. 

Question 52. —State trading is done either to face national scarcity as in the 
case of food or as part of planning. It cannot come to the rescue of the fiscal, 
policy. 


Section F 

Question 58. —The concept of Imperial Preference has now to be viewed from; 
a new perspective. It is not the Havana Charter or the General Agreement that 
impels the change. It is the balance of payments problem which is bound to last 
for a longer period than what is imagined. To restore balance and revive multila¬ 
teralism w T e need “ Regional Blocks” having freer trade. This is the first step in. 
the revival of world multilateralism. For this purpose a convenient area like the 
Empire or the Sterling area has to be taken and within it freer trading relationships- 
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ought to be established. Such an area is non-political transcending national borders 
and will have nothing in common with the old concept of imperial preferen¬ 
ce. 

, Question 59. —The principles laid down by the old Fiscal Commission are not 
relevant to the present issue. The Regional Block is for the co-ordination of a full 
employment programme. The patterns of economy in the area may be suitably 
adjusted. Trade may proceed in the area as far as possible on a basis of exchange 
stability by price competition within a free market. It may be supplemented, 
with mutual agreements, by reciprocal bulk-purchase agreements, quota restrictions 
and subsidies according to the aims of the developmental programme in each part 
of the region. 

Questions 61-65. —As I have suggested above an altogether new approach is 
needed. I am not in favour of continuing the existing system. 

Section G 

.Question 66. — (a) Yes, they do , but their freedom cannot be completely fettered 
on that account. 

(b)(i) Price policy should not be interfered with by the State except when they 
exercise powers of discrimination in prices. 

(ii) Wages: They should conform to a fair wage fixed by the State. Conditions 
of work should be as prescribed by the State. 

(in) Technological improvements and Rationalization would be subjected to 
review by the Tariff Board in its periodic (inquiries They will reveal themselves 
through cost conditions which should hereafter be the criterion for a claim for pro¬ 
tection. 

(iv) Research will depend on the resources of the individual firm. It cannot 
be forced on all the recipients of the benefits of protection. 

(v) Training of apprentices, etc. should be compulsorily enforced. 

Question 67.-~(a) An interpretation of restrictive practice is not easy. Undue 
interference in the internal working of an establishment may be resented by private 
enterprise. Besides it may not be necessary. Beyond general stipulations for tne 
maintenance of healthy competition the State ought not to go in restricting the 
freedom of action of protected industries. 

(6) Combination takes place purely on economic grounds. If protection gives 
rise to it there is no point in preventing it. Only when they develop a monopolistic 
position and tend to exploit that there will be a case for intervention. Even then 
the objective need not be to break the combination but to control prices, etc. 

Question 68. —It is much better to legislate about the financial structure of all 
industrial concerns, irrespective of the protection granted in order to prevent in¬ 
dustrial mortality. 

Question 71. —No special machinery is necessary nor is it desirable to have 
government representatives on the Board of Management. That is a feature only 
of “ Mixed Undertakings” where the State contributes part of the capital. ■ The 
Tariff Board should be enlarged having a different nomenclature and ought to be 
entrusted with this work. 

Section H 

Question 72 .—Existing organizations are inadequate. The only change for 
the better is that the Tariff Board is almost permanent and not ad hoc as 
hitherto. 

Question 73. —There should be an extension of the scope of the organization. 
It should be a body capable of initiating enquiry not only in respect of tariff protection 
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but also about all allied problems of industrial development. It must be vested 
with powers to plan and suggest methods of industrial and commercial development. 
Consequently it would be more appropriate to call it as a Board of Industrial En¬ 
quiry rather than as a Tariff Board. Though an advisory board it should be a 
statutory and permanent body with full powers to summon witnesses. 

Question 74. —Yes ; something on the lines suggested above. 

Question 75. —It is not advisable to have specialized independent organizations. 
It will lead to difficulties in correlation. 

Question 76. —No ; the ministries are the least fitted to be entrusted with that 
i esponsibility. 

Question 77. —Yes ; as already mentioned even though the scope and efficacy 
of tariffs is relatively less in the present context of economic development still it 
cannot altogether disappear from the picture. So to implement there ought to be a 
specialized organization. 

Question 78. —Refer answer to Question 73 above. 

Question 79. —There should be an extension of its functions as indicated in the 
answer to Question 73. 

Question 80. —The functions of the existing Tariff Board are certainly wider 
than those of the ad hoc bodies constituted previously. But they do not go to the 
full length that is desired . Its functions ought to be much more comprehensive. 
As a matter of fact it has not been made a permanent body and it is certainly 
not a statutory body. 

Question 81. —The present structure is inadequate and unsuitable for the en¬ 
larged scope of the Tariff Board. Tariff making is based on a knowledge of indus¬ 
trial conditions and trends of trade. The fiscal policy of the nation is equally 
important. So it should function in three or four sectors each making a continuous 
study of the developments. The advantage of such an organization is that when 
an issue comes up for decision it could be most expeditiously dealt with. 

Question 82. —The present practice of the exercise of discretion by the Govern¬ 
ment in selecting certain industries for enquiry should be given up and all industries 
seeking protection should have a chance of being heard by the Board. 

Question 83. —Whether an industry is small or large the above practice should be 
followed. 

Question 84. —It should be addressed to the Tariff Board and the Board should, 
appraise the government before commencing enquiry. 

Question 85. —The above suggestions are all modifications of the present pro¬ 
cedure and they will be more expeditious. 

Question 86. —Not much. 

Questio?i 87. —On technical matters the Government should not sit in judge¬ 
ment over the recommendations of an expert body. It is only when it is not ad¬ 
ministratively feasible that the Government can refuse to implement. 

Question 88. —(a) and (6) Certainly yes ; only composition and functions need 
be laid down, The others can be inferred by the Board from the General Industrial 
piolicy of the State. 

(c) By leaving the details undefined flexibility can be maintained. 
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DR. RADHA KAMAL MUKERJEE 

The policy of protection so far followed has been one of discriminating protec¬ 
tion. This has led in some measure to a lop-sided industrial development, parti¬ 
cularly the neglect of cottage industrial production in the country. 

A fundamental change in the approach to the iiscal policy is necessary which 
may be characterized by the axiom of Full Employment of Productive Factors 
in a planned scheme of balanced development of agriculture, small scale and large 
scale production on the one hand and a balanced progress of industrialisation in the 
advanced and backward regions and states in the new federal republic. 

Fullness of Employment should he considered as the basis of the new tariff 
policy in view of the vast chronic unemployment and under-employment in 
agriculture (estimated at about six months inthe year outside the zones of intensive 
farming and dairying) and the possibilities of development of cottage industries 
that even at present employ about 12 million persons.. 

Besides, diversification of employment is necessary not only for the sake of 
economic stability but also for an all-round diffusion of scientific, mechanical ar;d 
technical efficiency among the whole population associated with what is called 
Rurbauisation. 

The largeness of the possible domestic stable market is also favourable for a 
forward protectionist policy from this view point . 

Protective efficiency is so low, largely due in lack of power development and 
of employment of modern machine tools and appliances rather than of any innate 
inferiority of the labour force that a condition of full employment cannot he reached 
if we continue to import all types of goods from other parts of the world with many 
times higher industrial and agricultural productivity than ours. 

The expenditure on imports estimated at about six per cent of our national 
income is almost equal to total savings in the country and thus represents an excessive 
leakage from the investments multiplier. This itself is a symptom of our un¬ 
developed economy and chronic unemployment. If this rate of imports to Savings 
continues as at present even an improvement in national income and investments 
would accompany the use of improved purchasing power in the country for pro¬ 
viding foreign employment. 

Hence imports have to be severely restricted for attaining the objectives of 
larger investment in Indian industries and other sections of domestic economy and 
of both specialisation and diversification of employment. 

Such a programme may also involve a restriction in the rate of growth of 
exports but this will not affect employment adversely in the country due to the 
largeness of the domestic market. 

Again, the programme obviously will be inflationary in the near future though 
not in the long run. But this will be associated with continuation of the 
present policy of statutory fixation of fair wages and profits and price controls so 
long as there is scarcity. In fact real income will grow and inspite of higher money 
costs there will be all-round improvement of the standard of living. 

For the implementation of the policy of Protection for Full Employment, briefly 
sketched above, the home producer should be put on an equal basis with his 
foreign competitor through suitable tariff on the principle of equalisation of costs. 

Comparison of costs is difficult in a regime of foreign exchange controls and 
blocked funds. But such difficulty has to be faced by an expert tariff board. 
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All home production should thus fee entitled to protection whether large, 
medum-sized, or cottage — large industries, small-scale and cottage industries and 
agriculture. 

In such a policy much of the demand for industrial consumers’ goods, and parti¬ 
cularly, quality goods will be satisfied through a development of small-scale and 
cottage industries that have to be protected against competition with foreign 
similar or substitute products. 

The largeness of the domestic market for cottage production goods itself im¬ 
poses an economic obligation to develop cottage industries for our own needs rather 
than for export purposes, although in a short-period an export drive is necessary 
to fill the gap in the balance of payments. 

Both, the fiscal policy and industrial policy of the country have to be so trimmed 
and co-ordinated as to secure the largest measure of employment for the people 
in the aggregate, distributed between the various types and units of production. 
Any handicap which cottage production suffers from at present in comparison 
and competition with large-scale industry at home lias to be removed, especially 
in a short period programme. 

Thus in the textile industry weaving of lower counts of cotton should be re¬ 
served! exclusively for the cottage workers while permitting the installation of new 
cotton mills. 

Similarly, any handicaps that a province or state suffers from due to its general 
economic backwardness should be removed by a planned licensing find localisation 
of new industrial establishment. In fact, licensing should be properly utilized so 
as to bring about a quicker industrialisation of the less advanced provinces and 
a poised development on a regional basis. 

In certain cases, in addition to the tariffs, the design of ‘ mixing quota ’ should 
be utilized so as to distribute the benefits of a protective tariff to the best possible 
advantage to all regions and sectors of economy. 

Whenever protection is granted there should be a regulation fixing a minimum 
proportion of the raw material produced in the region for use by the industry. 
For instance minimum proportion should be laid down for the usp of Jute, Cotton 
and raw wool and silk produced within the country. The percentages so fixed 
should be raised as the country reaches the goal of self-sufficiency in these raw mater¬ 
ials. Similarly in the case of petrol we should have a minimum percentage of power 
alcohol to be mixed with all imported petrol for the encouragement of our power 
alcohol industry as well as for self-sufficiency in this field. 

Agricultural protection must also be considered as a measure for establishing 
agricultural prices, for giving security to the agriculturist and for expanding agri¬ 
culture. American and Australian wheat, which may be sold in our country at 
an unfair_price may be a real menace to our agricultural stability and prosperity. 
Pakistan jute and cotton may also threaten the marginal growers of these products 
in India in the near future. 

The disadvantage of an over-all protectional policy for an under-developed 
economy like ours is that it carries the risks of retaliation by foreign countries. 
But at the same time it enhances our bargaining capacity for bilateral trade- 
ameements. In fact these latter may be so utilized as to bring about better eco¬ 
nomic co-operation for mutual advantage and expansion of foreign trade. 

The alternative to such a protectionist policy is state monopoly of foreign 
trade regulating imports according to the over-all necessities of a planned economy. 
But then, it would be difficult, and it might well prove impossible to preserve a 
predominantly competitive character in internal trade and production. 
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SHRI P. B. MISRA, BEAD OP TBE DEPARTMENT OF ECONOMICS, 
GOVERNMENT COLLEGE, PATNA 

Question 36 .—The objectives of tarriff Policy in the short period may categori¬ 
cally be stated as follows :— 

(1) Control of imports, 

(2) Improvement in our international balance of payment position and 

(3) State assistance to domestic enterprises. 

Question 37 .—The fiscal policy best suited to India is not protection or free 
trade put down in a categorical manner, but a policy which would best promote 
the economic interests of the country keeping in view our international balance 
of payments position and the interests of the consumers. Thus there may be case 
where free trade would best serve tie interest of the country and a policy of pro¬ 
tection would be definitely harmful. 

Question 38 .—Protection or State assistance may be granted to an nciustry 
provided some of the following conditions, among others, laid down by the Indian 
Fiscal Commission, 1921-22, are fulfilled :— 

(1) There should be greater State control in the management of such indust¬ 

ries e.g., the State may nominate some directors on the management 
to watch the condition under which the industry is working. 

(2) The role of managing agents must be definitely reduced to a minimum if 

the industry is to enjoy protection. It is needless to dilate upon 
the evils of managing agents as they are. well known and hence if 
an industry is to receive protection or any typo of State assistance, 
the influence of managing agents in the management or regulation 
of industry must be, by an act of legislature, drastically reduced. 

(3) Consumers Councils should be formed and given statutory representation 

on the board of directors of such industries. In some of the recently 
nationalised industries in the U. K., there is a definite provision 
in the act for the formation of Consumers Councils and the conditions 
relating to their working. I suggest that in order that the interest 
of consumers be safeguarded in the case of protected industries, Con¬ 
sumers Councils should be given a statutory representation on the 
management and their functions be laid down by the State. 

The most important disadvantage of protection is that it entails a burden on 
the consumers through higher prices. In order that this disadvan¬ 
tage may be reduced to the minimum, it is necessary that the State may 
consider the view points of both producers and consumers before 
considering the nature and extent of protection which an industry 
needs. 

(4) There must be definitely a policy of limiting dividends to the minimum 

possible level in the case of protected industries. Prom past experi¬ 
ence, it appears that such a condition was not laid down and in future 
in order that the burden of protection may be reduced to a minimum, 
the legislature before granting protection should impose a condition for 
restriction of dividend. It would be anamolous that a protected 
industry should receive State assistance at the cost of the taxpayers 
and declare heavy dividends to the share-holders. 

(5) The remuneration of managing agents and other expenditure which 

ordinarily may be permitted in the case of non-protected industries 
should be carefully regulated and duly scrutinised in the case of pro¬ 
tected industries in order that prices may not be increased beyond 
a certain level and the incidence of protection may be reduced to a 
minimum. 
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(6) Statutory conditions must be laid down in the case of protected industries 

for the building of reserve funds which may be utilized by the industry 
in the lean years which may follow after the expiry of period of pro¬ 
tection. The history of the Cotton Industry in India shows that the 
industry did not build up adequate reserve funds and suffered terribly 
in a period of depression. For example, during the eight boom years, 
1915-22, the Cotton Industry in Bombay was in such a prosperous 
condition that it paid a sum of over Rs. 50 crores on dividends which 
worked out on an average to 53% per annum on the paid-up capital. 

In the case of protected industries, the payment of wages must be regulated 
bv the State, so that neither there should be a ease for exploitation 
of labour nor as a result of labour-strikes, production may be stopped 
and the burden on the Consumers, as a result of it, be increased. 
It is highly necessary that strikes and lockouts should not be per¬ 
mitted in the case of protected industries. 

(7) Protected industries should also be inspected periodically to find out the 

efficiency of their working. After all protection is based on the 
plea that the domestic industry is not able to face the foreign com¬ 
petition on account of higher cost. Hence one of the conditions of 
protection must be that the industry should rationalise itself and reduce 
its cost so that it may be able to face world competition at the earliest 
possible opportunity. 

(8) The products of such industries which are receiving protection should 

be at the disposal of the State for distribution at fair prices. One of 
the most important evils in the present economic structure of the 
country is that on account of the lack of a proper agency for distri¬ 
bution', consumers pay heavy prices, e.g., even though some industries 
receive protection, the distribution has been entirely left to the dis¬ 
cretion of the producers. There are some instances where the pro¬ 
ducers under the working of normal economic forces reaped heavy 
profits at the cost of consumers. The State also lost revenue due 
to such unearned increments in the value of products. It may be 
laid down as one of the most important conditions that, before an 
industry is granted protection the distribution of its products must 
be regulated by’a policy formulated and laid down by the State. 

The cases of cotton and sugar industries may be cited where prices 
increased and as a result of which, the stocks increased in value 
and neither the State nor the consumers received any benefit out 
of it. 

In concluding the above conditions, T would reiterate that in the case of pro¬ 
tected industries, the production and distribution of the product must be regulated 
and carried out by the State. The State should not be a spectator having ho voice 
in the affairs of the industry. Protected industries entail a burden to the State, 
the consumer has to pay a heavy price and as such greatest vigilance should be 
exercised by the State in the interest of the common man of the country. 

Question 39.—1 suggest the following priority :— 

1. Industries owned and managed by the State should receive the first 

priority in the grant of protection. 

2. After such industries, the claims of such industries where the State is 

working on a partnership basis be considered. For example, the 
Ship building industry. 

3. The cases of other industries which do not fall in classes 1 and 2 mentioned 

above may be considered provided they are subject to thorough State 
control and management in their policy. 
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Question 40. —No industry should be considered for protection till it is fully 
established and its cost of production could be analysed and scrutinised for pur¬ 
poses of protection. Protection is always based on a comparison of home price 
with foreign price. If the industry is not in existence it is impossible to find out 
its home cost of production, if protection is granted to such industries, it would 
be a leap in the dark and may result in a heavy burden to the consumers. 

If the cases of such industries in interest of the nation at large are to be consi¬ 
dered at all, they should be entirely State owned and managed. Industries function¬ 
ing under private enterprise should never be considered for protection before they 
have fully established themselves. 

Question 41. —The normal method of protection should be a protective import 
duty. Bounties or subsidies should only be granted in the case of such industries 
the product of which is essential for other industries and would thus raise their cost 
of productions, e.g., Iron and Steel industry. 

In view of the low revenues of the Government of India in comparison with 
other countries where bounties and subsidies were granted to a larger extent, they 
should not be ordinarily utilised as they would burden both the consumers and non¬ 
consumers of the product by the payment of additional taxation necessary for 
bounties. Import duties ordinarily burden the. consumers. 

To the methods mentioned in Q. 41., I would add one more, namely qualitative 
restriction of import. Such restrictions may be necessary and desirable if the in¬ 
tention of the legislature is to grant protection only to a part of industry producing 
a certain quality of goods and not the whole industry. 

Question 43. —The question of export duties should be considered (apart from 
cases mentioned under (b), 1 and 2 of this question), from the point of view of the 
balance of payments position and the necessity for earning hard currencies. 

Question 46. —The duty should vary with variations in import cost ; a careful 
watch should be kept on the movement of prices in foreign countries of the indus¬ 
tries against which the domestic industries are receiving protection. 

This is possible now as in most of the important countries the Dominion ha s 
Ambassadors and Consuls. Indeed, it should be one of the functions of the Trade 
Commissioners to inform the Government of the movement of prices of the protected 
industries to enable the Home Government to base its policy. 

Question 4.7. —The main considerations in the choice of a specific form of pro 
tection should be :— 

1. Administrative convenience, 

2. Stability of rates and absence of ambiguity, 

3. Government revenue, and 

4. The point of view of protection. 

The alternative form would naturally vary with the type of the industry re¬ 
ceiving protection. 

In case specific duties are imposed, the State should fully explain the actual 
burden of the duty to the public, as, in the case of such duties, men with expert 
knowledge definitely enjoy an advantage over other in envisaging the full im¬ 
plications of the duty. 

Question 49 .—The minimum period should vary between three to five years. 
The maximum duration for protection should not exceed ten years. 

In each case, the industry should be subjected to annual examination to find 
out the progress made by it in rationalising itself. In no case should an infant in¬ 
dustry be allowed to remain an “ infant ” all its life. 
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Question 51 .—-The long term objectives of the industrial policy must be based on 
the consideration that a major sector of our industry would be owned (partly or 
wholly) and managed by the State. Under such conditions, the interests of coni 
sumers and producers wovdd be harmonised as the profits of the industry would 
torm a part of the State revenues and would not be distributed as gains to the share¬ 
holders. Moreover, the consumer may be prepared to share the burden of an addi¬ 
tional duty if he has the hope that in future the profits of the industry would enrich 
the nation. It is a poor consolation to the consumer that protection would indus¬ 
trialise the nation and increase its national dividend as increased production with¬ 
out adequate arrangements and safeguards for a more equitable distribution of 
wealth, ordinarily, increases the gulf between the rich and the poor. 

The second objective which may be kept in view in the long term fiscal policy 
should be to improve our balance of payments position which indeed is the crux 
of India’s economic problem. An export drive of some of our products, which may 
need protection to-day but would ultimately capture market abroad, may also 
be kept in view in the long term programme. 

Whatever methods we may employ in our fiscal policy and however high the 
hopes we may entertain, it remains true, unfortunately that our efforts and hopes 
may be defeated unless means are adopted to reduce our cost of production. It 
would be absurd to maintain that we can continue to adhere to the existing level 
of money—incomes irrespective of the value of the money. A long term fiscal 
policy may take into consideration 

1. Reduction of salaries and wages, 

2. Effect of devaluation, 

3. Tariffs plus bounties, and 

4. Trade pacts and treaties. 

Unless the internal cost structure is cut down and the volume of inflation re¬ 
duced, a long term formulation of a tariff policy cannot be thought on scientific 
lines. 

The third objective of the tariff policy may be that the gain from it must, as for 
as possible, go to the State. This is possible if the State sets up institutions to par¬ 
ticipate in the foreign trade of the country. 

Question 52 .—The objectives of tariff policy would be greatly facilitated if the 
State sets up a big public corporation to undertake the task of carrying out the 
major portion of the export and import trade of the country. It may be a purely 
Government organisation or a quasi-Government institution in which the exporters 
and importers and Government may participate. Never before in our country was 
the need for such an organisation more important than it is today when huge wind 
fall fortunes are made by exporters and importers as a result of variety of factors 
the course of which is difficult to envisage. For example, as a result of devaluation 
the importers and stockists of dollar goods made over-night fortunes without their 
benefit being shared either by the State or by the consumer. If the State were 
controlling the major sector of the foregin trade of the country, the profits would 
have gone to the State revenues without making the rich richer and caus¬ 
ing a burden to the common man in the country. The possibility of starting 
a Corporation on the lines of U.K.C.C. which functioned during the war may be 
examined to facilitate the underlying principles and objectives of a tariff policy 
either in the short or long period. 

Question 53 .—-The organisation may be a Government or a quasi-Government. 
organisation, the capital of which may be subscribed by :— 

1. the State (51%), 

2. exporters and importers, 
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3. the public, 

4. various institutions, e.g., Port-trusts and Corporations (Calcutta, Bom¬ 
bay and Madias). 

The limits of its activities may in the beginning be confined to those items in 
our exports and imports which figure prominently in our foreign trade. To give 
one example, the entire oil trade may be a State monopoly for reasons of national 
policy, elimination of middlemen, and increased revenues to the state. 


Shri C. R. Sreenivasan 

The stock-exchange provides the barometer reading to industrial life. The 
barometer has been continuously falling these two years. Value of equity shares 
has dropped in a manner and measure calculated to frighten lingering investment 
demands. Few new floatations have been possible and no broker is willing to under¬ 
write the issue of new capital even for proved companies. The fact that Government 
have not come forward to borrow in the market even by way of treasury bills tacitly 
recognises the dismal conditions that rule in the money market. Many reasons have 
been adduced for this unfortunate and undesirable development. Not one of these 
by itself is sufficient to produce the conditions that prevail but it cannot be denied 
that every one of these has contributed to the result. Tt looks as though a psy¬ 
chological malaisse has been induced by the unsettled and unsettling conditions that 
continue to prevail in the country. 

The changeover from war to peace economy under conditions of short-supply 
of many essential goods, exposed to pent up demand, has led to uninformed and. 
unintelligent control and let in corruption in many forms at many stages. The 
reconditioning of the country’s economy following partition has thrown up many 
problems which are yet to be resolved in any satisfactory measure. The established 
industries of the country are faced with many problems in regard to replacements, 
raw materials, labour costs, distribution channels and controlled sales. Incentive 
to private enterprise has been seriously affected by lack of clarity or coherence in 
state policy, as illustrated by the proposed amendments to company law, industries- 
control bill and labour tribunal awards. While venture capital is virtually on strike, 
investment capital, normally integrated from savings of fixed income groups in urban 
areas, has been getting scarce under the twin impact of high cost of living and heavy 
incidence of tax. 

In the result of vicious circle has been created from which people lock to Gov¬ 
ernment and Government look to people to break. That should be broken in com¬ 
mon ground. Ideological conflicts imported in an already complex situation must 
be resolved first and obviously the initiative here lies in Government hands. The 
time to set bounds to private enterprise or seek to control it to any extent is not yet 
come. There is ample ground for the state to cover many fields beyond the resour¬ 
ces of private enterprise which should keep Government busy for many decades. 
Nation;,lisation in the context is therefore not a live issue and to canvass it under 
present conditions is calculated only to impoit heat without light into the ditcus- 
s on. The state has an inalienable right to nationalise any industry or enterprise 
in any emergency of war or peace. The climate for enterprise to flourish should 
first be created and it is only when production recovers its equilibrium* and moves 
up to competitive standards that question of distribution of profits of enterprise 
inter se should engage attention. To this end the business profits tax should go, 
dividend limitation should go, Industries Control Bill should be dropped, Com¬ 
pany Law Amendments should be delayed and drastically revised and Labour 
Awards should be linked to output per man hour. 

When venture capital comes out, the next problem of creating and canalising; 
investment capital should engage serious attention. Income tax particularly on the 
middle income groups, should be substantially reduced to afford opportunity and 
incentive to saving. It may involve some embarrassment to Government at the 
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moment but on a long view it is both necessary and desirable. There is also more 
money in rural areas than in urban areas, among agricultural rather than industrial 
classes today. But no machinery has been devised yet to integrate and canalise 
them for national purposes. Ways and means must be set in motion to gather the 
small and neglected savings potential scattered over the countryside. It is a mistake 
to imagine that foreign capital will take risks that indigenous capital is not disposed 
to take. Further foreign capital can and should supplement and not supplant in¬ 
digenous capital. Such capital also is not to be woed and won. It is only when such 
capital offers itself for remunerative employment and seeks opportunities for invest- 
ment that a fair deal is possible. The finance for large scale projects must be sought 
at inter-governmental levels and may be confidently expected to be available when 
private enterprise finds free and full scope. 

In the field of commerce a regrettable development in recent years has been the 
short circuiting of established trade channels and improvising new ones presumably 
to stop profiteering. The remedy has proved worse than the disease. Men without 
experience and resources are trading licenses and permits and the burden of the new 
found link has fallen heavily on the consumer. The question of state trading again 
is now being seriously convassed to make confusion worse confounded. It would be 
wise for the Government with its limited resources and with serious problems to face, 
to abandon schemes of this character and confine its rationing and control activities 
to established trade channels in public interest. Frequent changes in import res¬ 
trictions have introduced and element of uncertainty and concern among trading 
circles to the detriment of consumers’ interests. These disturbances should be re¬ 
duced to the minimum. 

On the food front also the battle must be won on the psychological front first 
before production drive yields any substantial results. The emphasis on scarcity 
in recent yepns his created a widespread fear complex among the community with 
the result that minimum reserves are being kept in millions of homes and all that is 
produced does not find its way into the market. Procurement effort with its uneven 
incidence and inadequate resources has but added to the burden of distress among 
the poor and the needy. For short terra results it would be wise to concentrate more 
on intensive rather than extensive cultivation. Fragmented holdings do not land 
themselves to mechanised farming and efforts to gear up the cooperative machinery 
for this purpose can yield no immediate results. With the limited resources at the 
disposal of provincial governments better results may be looked for from minor irri¬ 
gation works, seed selection and manuring. The Government of India may take up 
the financing of big irrigation projects as and when funds permit or loans are avail¬ 
able on a time schedule. It is not wise to engage on too many fronts in this respect 
and haste can only lead to waste. 

SIR SHRI RAM, NEW DELHI 

PART II 


Question 89. —Yes. 

Question 90. —I should say, prim'i facie, yes ; but only actual experience can 
confirm or refute this impression. 

Question 91. —Does not arise. 

Question 92. —Yes. 

Question 93. —Yes. 

Question 94. —Does not arise. 

Question 95. —I do not expect any injurious effects on our trade and industry 
in the short view. As regards the effects in the long run, I am not sure if it is possi- 
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ble to do other than consider the matter a priori, and in that view I do not see why 
our trade and industry should be adversely affected’. 

Question 96. —My answer to this question based purely on commercial and in¬ 
dustrial consideration is in the affirmative ; but I can conceive of political or inter¬ 
national considerations which may justify delaying such adherence, and on that 
aspect of the question the Government should be the best judge. 

Question 97. —Does not arise. 

Question 98. —I note that India will have a permanent seat in the Executive 
Board as one of the States of chief economic importance. 

Question 99. —The answer to the first part is ‘Yes’ ; the second part, therefore, 
does not arise. 

Question 100. —-I agree with the principles referred to in paragraph 5 of the note 
prefacing Part II of the Questionnaire and appreciate that in giving effect to these 
principles a certain degree of bargaining and compromise is inevitable. Moreover 
the Agreement is open to revision in December 1950. I do not, therefore, propose 
to go into the details of these concessions already settled provisionally. 

Question 101. —I think it is much too early to form a conclusion on this matter 
for, especially, in the extremely unsettled conditions of to-day, it is difficult to 
separate the different causes that give a rise to fluctuations in trade. 

Question 102. —I have no remarks. 

Question 103. —I have no remarks. 

Question 104. —I feel that there should be a very careful preliminary examination 
about the middle of 1950 before the existing Tariff c oncessions are continued beyond 
the 1st January 1951. 

General 

If I may say so without impropriety, I think that our fiscal policy should bo 
practical and realistic, not academic or ideological. I strike this note of warning 
partly in view of the present political atmosphere; with its emphasis on abstract 
ideas and partly in view of the somewhat academic colour of some of the questions 
put. 

The object of fiscal policy, apart from having to raise revenue, is twofold, 

(a) internally, to achieve better distributive justice;—this is done mostly by direct 
taxation or consumer subsidies or State Welfare Services—and (b) externally, to 
reconcile the conflict between the immediate interests of the consumer, which free 
trade might and often does help, with his remote and ultimate interests, if not as 
consumer, at least as a citizen which free trade, very often, does not. And it is with 

(b) that this Commission will presumably be concerned. 

I do not attach much value to statistical research into what has happened since 
1922 ; for, (a) even under reasonably normal conditions, it is seldom easy to dis¬ 
entangle the effects of tariffs (it may be relatively more easy in the case of producer 
subsidies) from the effects of other economic forces, and ( b ) the greater part of the 
period since 1922 has been abnormal. The immediate future also must be taken to 
be abnormal, and a special warning is, therefore, necessary against entangling our¬ 
selves in conjectural and, therefore, undependable, even if not deceptive, statistics. 
It is not, however, my intention that statistical studies should not he attempted 
at all. 

Arguably, at least a rough plan of the desired economy of the country should 
logically precede any attempt at a fiscal policy but, from a practical aspect, this is 
not a serious objection, for the exploration by this Commission may itself help in the 
better formulation of a plan of the country’s future economy. 
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From a practical aspect, a sound protective policy which properly, balances all 
interests will have to confine its p ’otection to cases of: (a) strategic industries—may 
be even on a permanent basis ; ( b) nascent or possible industries with potential 
strength for reasonably long periods ; and (c) anti-dumping emergency—obviously 
on a temporary basis. 

I think, therefore, that the policy laid down in 1922 was at least in if s broad 
outline sound and does not need any radical change. The changes made in 1945 were 
in the right direction. Were it not for the unfortunate use in 1922 of the ambivalent 
word ‘discriminating’ which lent itself to punning, and for the Ottawa Pact and 
similar dubious acts which justified the play on that word, and the free use of this 
pun in political discussions, very often by persons who did not realise the pun, that 
policy would not have been associated in the public mind with anything seriously 
wrong? In other words, if anything was wrong, it was the misapplication of the 
policy—not the policy itself. 

There is also a feeling today that there is no machinery at present to study the 
effects of protection given to specific industries from time to time. Such machinery 
should be created, and also machinery for inspection, technical advice and assistance 
by way of study of export markets and so forth. 

Today India definitely needs a protective policy. I am aw'are that a large 
section of opinion in this country would welcome foreign capital, but I do not share 
that opinion. Obviously, foreign capital will not come in, if it is subjected to onerous 
conditions. On the other hand, foreign interests, once planted inside a tariff wall, 
can easily circumvent the usual restrictions applied to foreign capital, which, I take 
it, will also be applied in India, viz. the limit of shares to be held by aliens, quickly 
training local technicians, liability to be acquired by the State on payment of 
compensation and so forth. Ihese problems cannot be solved merely by legal 
formulae. But there is one aspect which I think needs special examination. 
Foreign interests can establish themselves securely inside the tariff wall and slowly 
swallow 7 the smaller local concerns. This can happen in any industry, but I can 
think at once of sewing machines, bicycles, machine tools, in fact most engineering 
industries and also certain basic chemicals. If foreign capital is allowed to come 
in, this risk must be provided against. 

I would make twm concrete suggestions : (i) foreign capital should not be allowed 
on a scale bigger than w r ould be sufficient to meet half the difference between the esti¬ 
mated consumption of India on a conservative basis and the existing local production 
—the other half being reserved for local capital—and (ii) foreign concerns manu¬ 
facturing in India must be under obligation to sell at fair prices to local Indian 
manufacturers essential raw' or processed materials or parts. 

I do not, at this stage, attach much importance to the danger of local and foreign 
concerns jointly, through cartels, exploiting the consumer ; for the remedy would be 
more or less the same as in cases of monopolies created by excessive protection ; and 
monopolies in non-protected industries, which seek to oppress the consumer, would, 
probably, be fit industries for nationalisation. 

Question 1. —Yes. Quite apart from ideological changes, particularly the n- 
creasing desire for and faith in a planned welfare State, there have been two out¬ 
standing factors, namely,.(1) the partition, into two political units, of wffiat Nature 
clearly intended to be a single economic unit, and (2) the persistent and immense 
increase in population unaccompanied by a corresponding increase in the indigenous 
food supply. Incidentally, international developments since 1922 point, in my 
opinion, to the greater need of India to ho self sufficient today, not only in respect 
of food but in respect other things also, than in 1922. 

Question 2. —This question is primarily statistical, and I do not propose to go 
into it. 

Question 3. —The partition of the country has already deprived India of a sub¬ 
stantial part of two important and essential raw materials, namely, jute and staple 
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cotton ; and while, on a long view, these materials can be grown in India to a greater 
extent than at present, the dependence on Pakistan, in the shorter view, must ob¬ 
viously affect the industries concerned, especially during periods of strained relations. 
Similarly, the shortage of local food supply can weaken the bargaining power of our 
■exports, especially in critical times. 

Question 4 .—India must become self-sufficient in the matter of food. This can 
be done by utilising industrial and indigenous resources such as green manuring and 
^proper use of nightsoil, city refuse and farm yield manure. The burning or washing, 
away into rivers or seas of valuable manures should be stopped. Green manuring 
•should be intensively resorted to. Greater importance should be given to wells, 
■ponds, etc. Too much stress should not be laid on reclamation, etc. and a fetish should 
not be made of this. First preference should be given to crops which are raw 
materials for Indian industries and which bring foreign exchange. By increasing 
high yielding crops India’s food requirements can be easily met. The great problem, 
which is not really an agricultural problem but all the same is the cause of creating 
shortage of food, is the non-destruction of useless cattle, like monkeys, neelgayas, 
destructive birds, etc., etc. 

Incidentally, our forests need a more rational policy, not only as a source of 
wealth in timber and other forest products, e.g., lac, myrabolan, mahua, etc., but as 
a help to agriculture, viz., village forests providing fuel, cheap timber, leaf manure 
a-nd pasture. 

As regards mining, the most important mineral for industry is coal, which, it is 
hoped, will not only be extracted on a conservative, scientific, and long-sighted plan 
with due regard, among others, to metallurgical needs, but be transported on a 
rational basis without regard to provincial jealousies and with a v ; ew to minimise 
the cost to the country’s industry as a whole. 

Though not a very important mining industry, the exploitation of pyrites of 
different kinds should, in my view, be undertaken on an extensive scale and imme¬ 
diately ; for the entire Chemical Industry of the country is today dependent solely 
on imported sulphur. Our resources in Nickel, Lead, Tin, Copper, etc. should be also 
developed. 

Question 5 .—I think that, on the whole, the major industries in this country 
have progressed substantially since 1922, though not to the extent they might have, 
if, during the recent war, steps had been taken to develop industries as was done, 
for example, in Australia. Compared to European and American countries, India 
has no doubt lagged far behind in the last 30 years. Today, there is no doubt a 
general malaise in India, shown in the decreasing productivity of labour. Recent 
instability in the Government’s fiscal pol'cy has somewhat added to the difficulties 
of industries. I will now pass in review very briefly the major industries : 

Iron and Steel .—Not only have Tatas extended their capacity since 1922 but 
two other concerns, namely Indian Iron & Steel and Steel Corporation of Bengal have 
come into existence. There is need for very much more steel and iron in the country 

Cotton Textiles .—This industry is much stronger today than in 1922. The 
country is not only self-sufficient but can supply markets abroad. The fly in the 
•ointment, however, is the inclusion in Pakistan of staple-cotton-growing areas. 

Sugar. —This industry expanded at a much higher speed than had been expected. 
Over-production and price-cutting led to the formation of the Indian Sugar Syndi¬ 
cate ; but before the Syndicate could function for long, the war came. The industry 
is again in a difficult position now largely because of the high price of cane, which is 
necessarily linked up with the high price of food-grains and also because of un¬ 
economic allocation of certain factories. For various reasons, the future of the in¬ 
dustry needs close watching for some years more. 
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Cement. —The cement industry has been growing and can grow much further, 
for there is so much of arrears of demand not only from civilian needs but from the 
Government programmes of dams, roads, etc., and the programme of industrial 
expansion. 

Paper. —This industry has expanded substantially, but its further expansion 
is limited largely by the supply of raw materials. 

Matches. —This industry also has very considerably expanded in the last 30 years. 
Incidentally, there is a moral to be learnt from this success to which I shall refer later, 
viz., the need to protect the local minnow from the foreign whale. Side by side 
with the large scale factories, a cottage industry also flourishes. The other indus¬ 
tries are comparatively less important, and many of them, which were brought into 
existence during the recent war, will probably need to be backed and developed, 
e.g., machine tools, basic chemicals etc., both light and heavy. 

Question 6. — (o) I think there is a very heavy deficiency in respect of basic and 
heavy industries generally, namely, ship-building, aircraft manufacture, railway loco¬ 
motives, basic chemicals, metallurgical industries—both ferrous and non-ferrous, 
particularly special kinds of steel, dye stuffs, distillation of coal, etc. 

There is one item, however, to which, in my opinion, sufficient attention has not 
been given, namely, the exploitation of pyrites. In my op'nion, it is very important, 
in view of the dependence of the Indian Chemical Industry on foreign sulphur, 
now-a-days chiefly from America. Similar^, I think we should develop our sources 
of Nickel, Lead, Zinc, Tin, Phosphorus, etc., so that when foreign supplies are cut off 
we are not helpless, 

(6) The reasonable requirements of India in respect of the various important 
and essential industrial products may be seen from the reports made by the various 
Committees, nearly 30 of them were appointed about 3 years ago by the Industry 
& Supply Department of the Government of India. It will be necessary, however, 
to make adjustments in the figures on account of the separation of Pakistan. It 
should also be remembered that usually consumption varies inversely with prices. 

(c) Comparative statistics in regard to operative and overhead costs are scanty, 
but it is well known that our labour cost per unit of production is higher than in 
most of other countries. I think that our cost on overheads also is high. 

(d) The passing of industries in recent years, on a large scale, into new hands, 
without experience of industrial management, may have impaired the quality of 
management somewhat, but the urgent need in the country ior bringing down costs 
of production will, it is hoped, operate in the other direction. 

(c) There is no capital available today, because (1) ‘white’ money is non-existent, 
thanks to heavy taxation and high cost of living, and (2) ‘black’ money will not come 
out, except to buy consumption goods or bullion or precious stones. 

( f) We badly need more power and at much cheaper rates which the projected 
Hydro-electric schemes will perhaps supply. I have already referred to our problems 
in respect of cotton, jute, and sulphur. 

(g) High grade technical ability of the academic kind is available, and can be 
quickly increased in response to greater needs ; but the ability based on judgment and 
practical experience can grow only side by side with industrial expansion. 

( h) & (i) An urgent need in this country is the better education of skilled labour 
and the inculcation of a better sense of responsibility—particularly of the foreman 
or mistri class. 

Questions 7 <b 8. —On the production side of the country’s economy, next to the 
food problem of this country is that of finding work for the enormous surplus popu¬ 
lation in the countryside. Only a small fraction of this population can be absorbed 
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in large or medium industries, even if the country could solve the problems of urban 
housing, sanitation, etc. that would arise ; and, obviously, the best plan is to absorb 
this surplus in cottage or small scale industries. For convenience, I shall hereafter 
refer to small and cottage industries as interchangeable terms. 

Some of the Provincial Governments have made enquiries in comparatively 
recent years into the cottage industries in their areas and the result of these enquiries 
may be seen. 

Cottage industries have given way before large scale industries chiefly because 
of (a) the cheapness of the products of the latter, (b) changes in fashions, often the 
result of (a), and (c) the specious attractions of the towns, combined with the growing 
restlessness and the weakening of the general moral fibre. The competition has 
been unequal, because (i) cottage industries lack cheap power—-which must await 
extensive rural electrification ; (ii) they also lack cheap and efficient tools, including 
small machine tools—this again is not incurable ; (Hi) for want of organisation they 
get their raw materials in uneven quality and at very high prices ; ( iv ) they have no¬ 
organisation for finishing, packing, or cheeking qualities ; (v) they lack finance and 
marketing facilities—there is a wide field for Co-operative Societies here ; (vi) the 
hereditary skill of workers has to be re-educated and adapted to modern tools and 
use of electric power—this will not take long ; and (vii) till recently, large industry 
which created expensive urban problems did not always pay for them in full—but 
this is a thing of the past, and the future will more likely throw the balance on the 
other side. 

The competition would not be unequal in so far as large scale industry produces-- 
artistic goods at prices much cheaper than what cottage industries can produce even 
under the most favourable conditions. But more than anything else, unless condi¬ 
tions in villages are made less dreary and at the same time the general craving for 
shallow excitement in the towns becomes less infect ious, the revival of cottage indus¬ 
tries will not be a simple matter. We must not deceive ourselves on this matter. 
If Japan succeeded in this, it was because of the better standards of life and character 
all round in that country, achieved over a long period. To take only one aspect, 
producer-co-operation, on which cottage industries must depend, has been highly 
developed there ; in India, on the other hand, except to a limited extent in respec 
of Credit Societies, the co-operative movement has been a complete failure. 

The establishment of a proper balance between cottage industries and the bigger 
industries will not be an easy matter, and will require all the efforts of Government \ 
and, in particular, it will need a large number of Government servants with an entirely 
new outlook. 

Basic and heavy industries must obviously be a large scale ; and the real con¬ 
flict and overlapping is between medium industries and cottage industries. To tbe 
extent that it is administratively feasible, the State should discourage such overlap 
by rapidly creating conditions in favour of the cottage industries, viz . rural electri¬ 
fication, cheap and good tools and machine tools, co-operative financing etc. 

Question 9. —Cottage industries can be of such a diversified nature that it is 
neither possible nor expedient to establish any necessary relation betwween them and 
agriculture. Some of them could be part-time industries for agriculture during the 
off-season, while others might be whole time, whether based on a local agricultural 
product or not. The day-to-day local needs are so many and so varied, viz. pots 
and pans, mats, baskets, cloth shoes, simple furniture and so forth. Local facilities, 
whether of traditional skill or of particular raw materials, should be exploited to 
the utmost, and through well organised co-operative finance, supported by Govern¬ 
ment, both production and sale should be financed, so that centres of skill or tradition 
can supply fairly wide areas. As adjuncts to large or medium industry, I can think 
of assembling bicycles, perambulators etc., hand-looms driven by electric power, 
light engineering jobs, and making of domestic utencils. 
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Question 10. —Suitable items for export would be fancy things of a superior 
artistic quality like brass-ware, ivory and w'ooden carvings, rugs and bed-spreads 
of superior kinds, embroidered goods etc. ; it is all a question of creating particular 
markets abroad with a trained taste and adequate purchasing power. 

Question 11. —No. 

Question 12. —See my answer to questions 7 & 8. 

Question 13. —I cannot say. 

Questions 14 & 15. —I am not sure whether much will be gained, by a post¬ 
mortem exami ration at this stage as to the various acts of the old Government. 
As already sta nd in my general remarks, the Government of India’s attitude after 
1934 was visibly different from its attitude before. Apart from the Ottawa Pact, 
which, probably, sacrificed to some extent the interests of India, I can think of 
nothing else. 

Question 16. —While every one recognises that the policy of a Government 
should be fairly clear, it is, I think, wrong to take such recommendations of Com¬ 
missions and Committees as though they were statutes and try to construe their 
words strictly and do a lot of hair-splitting. I think the conditions referred to by the 
Commission were, prima facie, all right. It is true that they did not'refer to cases 
of protection “in the national interest”, but such cases, 1 should have thought, were 
to be taken for granted, for the simple reason that in any country and at any time, 
the ultimate national interest, taking all aspects into account, must be the over¬ 
riding consideration in any important matter. Again, I am not at all sure whether 
the additional conditions with reference to “natural and economic advantages” 
referred to in the terms of reference to the Tariff Board, 1945, are really more than 
a paraphrase of the first condition laid down by the Fiscal Commission of 1922. 
What is needed is a broad outlook in disposing of cases as they arise-and not skill 
in draftsmanship and in producing verbal formulae of pretentious accuracy. 

Questions 17 to 19. —In view of my remarks on earlier questions, I have nothing 
to say. 

Question 20. —I have no remarks. 

Questions 21 & 22. —These questions, which are primarily statistical, are evident¬ 
ly for the appropriate industrial org inisation to answer. 

Questions 23 & 24. —I have only two remarks to offer in this connection : (1) 
The Matches Industry, started under foreign auspices has tended to be monopolistic, 
and this tendency is, I think, inherent in every industry which is in a very young 
stage within the country, When a powerful foreign firm in the same industry 
comes into India and gets the shelter of the Tariff, it is true that even apart from 
the Tariff, bigger units within the country can absorb the smaller ones ; but this 
tendency is very much more pronounced in the case of big foreign concerns coming 
inside the Tariff wall. (2) protection given through Customs duties alone cannot 
disperse industries in different parts of the country, which may otherwise be desir¬ 
able. A subsidy, on the other hand, can be effectively varied from place to place with 
a view to secure such dispersion. It is, of course, an entirely different matter whether 
in a particular case, having regard to all the relevant factors, protection should take 
the form of a subsidy or of Customs duties. 

Question 25. —I have no remakrs. 

Question 26. —To the extent that the major industries of the country have bene* 
fitted during the last 2 or 3 decades from the policy of protection, they have, I think, 
on the whole, improved the quality of their technical personnel and also of that of 
labour. There is little doubt that on the whole the average technical quality, both 
of *upervisory staff and of labour, today is much higher than 20 or 30 years ago. 
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Question 27. —Both in the Cotton Textiles and Sugar Industries, I know that 
progressive firms have initiated research. 

Question 28. —There is little doubt that the high revenue-duties from 1930 on¬ 
wards must, to some extent, have given a fillip to the development of local industries; 
but there is no readily available means of correlating these revenue-tariffs with the 
development of industries, stasistically or otherwise. Nor can I give any examples. 

Question 29. —In the absence of sufficiently reliable figures of the magnitude of 
domestic trade, it is not possible to discuss this matter statistically. During the 
early thirties and in fact almost till the war, the balance of trade of the country was 
unfavourable, and we were balancing the trade by the continuous export of gold 
which had been accumulated over many decades. 

Question 30. —One of the standing complaints of industry in this country was 
that the Railway Rate policy favoured the importer rather than the industrialist; 
but this charge was not accepted by the Railway authorities. Anyway, I am not 
sure if anything will be gained by going into the merits of the dispute now. 

Question 31. —I think the conditions of international trade in the world are 
still too unstable to justify basing our policy on any inferences to be drawn from 
the vicissitudes of trade in the last decade. 

Questions 32 and 33. —I have no comments except that the frequent changes in 
policy (which may have been inevitable on other grounds) have upset the calculation 
of the industries affected by changes in Import & Export policy. 

Question 34. —(a) The present difficulty in the country in the way of industrial 
development is not so much unfair competition from abroad, as the acute shortage 
of capital, the very high cost structure of production and the low productivity of 
labour and in two major industries, namely, jute and cotton, the problem of raw 
materials. Until these problems are satisfactorily solved, the question of Tariffs 
may well remain in the background. The present excessive rate of direct taxation 
should also be substantially brought down, if there is to be any incentive for 
industrial expansion. 

(b) It will be necessary for Government to solve the problems referred to above. 
In addition, active steps should, I think, be taken for the training in a short time 
of a sufficiently large number of a superior class of foreign and to improve the pro¬ 
ductivity of labour, which has actually fallen. It is largely a matter of establishing 
good relations between labour and the management, the maintenance of discipline 
and of good standards of work. 

Question 35. —I have no remarks except that, on a long view, it will not be the 
advantage r -f India to maintain high prices locally and sell our goods abroad at low 
prices. 

Question 36. —I think that the Government might for the time being follow 
the present policy which regulates the Tariff Board. 

Question 37. —On the whole I agree with the minority with certain reservations - 

Question 38. —I have already answered this. 

Question 39. —Yes. In the case of these industries in which the local minnow 
may be swallowed up by the foreign whale, some protection is necessary to save 
the minnow. This may have to be non-fiseal. 

Question 40. —I am strongly of opinion that protection should be promised to 
industries yet to be established, if they otherwise satisfy the requisite conditions. 

Question 41. —My answer to this question is indicated in part (c) of the question. 
I should, if possible, prefer a bounty or a subsidy; but, unfortunately, except where 
the product is confined to a few standardised types capable of easy testing and 
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measuring, a bounty is administratively not workable. Again, a system of ‘pool’ 
prices can work only if a few manufacturers and importers are involved. The 
quantitative restriction of import based on a guaranteed market for domestic pro¬ 
duction can be justified only temporarily, while domestic production is setting its 
house in order. 

Question 42. —State trading might be the best solution. Otherwise, the policy 
and procedure may continue as at present, namely, the levy of countervailing 
customs duties for so long as may be necessary. 

Question 43. —Export duties are difficult instruments to handle and should 
not be resorted to except when, as in the case of jute when India was undivided, the 
country has a practical monopoly or even a temporary monopoly. Except as a 
measure of emergency in the national interest, for example, in order to further food 
production or in connection with the regulation of -Foreign Exchanges, I would not 
advocate Export Control. It is unfair otherwise to try to benefit the domestic 
industrialist at the cost of the exporter. It would be more straightforward to give 
a subsidy to the domestic industrialist. 

Question 44. —I would automatically exempt all industrial products (except 
of a monopolistic nature) from all kinds of duties whether under the Customs Tariff 
or otherwise, except of course that the profits of exports would ordinarily be liable 
to Income-tax. 

Question 45. —No. 

Question 46. —No, except (1) in the case of countervailing duties against dump¬ 
ing and (2) when the Tariff Board or other body watching the situation suggests an 
immediate change in the duties. 

Question 47. —The primary consideration must be administrative. In the case 
of a commodity which is bulky and does not vary very much in value, a specific 
duty is always better, but in the case of a high-value commodity which moreover 
fluctuates in value, the Ad valorem duty is better. But the latter is more easy to 
abuse. Sometimes, practical convenience may suggest a composite Tariff. 

Question 48. —They are very useful in emergencies. 

Question 49. —I think protective measures should be for specified periods, for 
about 10 years as a rule, after considering the recommendations of the Tariff Board 
on the condition that efficiency is increased, cost of production lowered and quality 
improved. 

Question 50. —I have no remarks. 

Question 51. —Our long term fiscal policy should, I think aim at a reasonable 
self-sufficiency in regard to most of the ordinary consumer goods, and as much 
self-sufficiency as possible in respect of basic and heavy industries. As regards food, 
we must not only be self-sufficient but a little in surplus. It is all, ultimately a 
question of the rate of discounting the future. To what extent should we sacrifice 
the present advantages for the sake of better advantages later? The problem is 
very much like that of savings. India, however, is so vast and its potential so great 
and varied that it is possible to reach a high degree of self-sufficiency, without 
paying too high a price for it. 

Question 52. —Whether Government or quasi-Government institutions should 
participate in foreign trade is, in my view, a matter to be determined not on abstract 
grounds but on practical considerations from time to time. All that I can say is 
that in the immediate future it will not be advisable for Government to take up 
such trade on a large scale for the simple reason that it is not even partially equip¬ 
ped for it. An exception would be the trade with Pakistan for some time. 

Question 53 ,—Does not arise. 
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Question 54 .—As regards the short period, I have already answered this against 
question 34. As regards the long period, I think the Government should actively 
encourage industrial research and higher scientific education in the country generally, 
and more particularly education in Engineering and Chemistry. It should also 
develop the sources of essential raw materials. 

Question 55 .—No, except that, (1) I think the Provincial Governments should 
be told not to tax either coal or electricity consumed in industry—At the moment 
there is almost a stampede among local Governments and local Authorities to tax 
these things because they are all in serious budgetary difficulties—, (2) raw materials 
should not be taxed at any stage, (3) the Railway Rates Policy should be re-examined, 
and (4) there should be machinery for standardising and testing exports. 

Questions 56 and 57 .—No remarks. 

Question 58 et. seq. —I think that the idea of Imperial preference as such must 
go. I do not, therefore, propose to answer the detailed questions. 

Question 66 et. seq .—I consider that protection must in all cases be temporary, 
i.e. till the need for protection ceases. Vested interests, in heavy capital unwisely 
sunk, must not be allowed to grow. If, within a reasonable time (say) 15 or 20 years 
at the most, an industry is unable to dispense with protection, obviously there is 
something prima facie wrong in the industry, and prirna-facie it should not be pro¬ 
tected unless, in the national interest, i.e. industries basic for the armament industries 
and so forth or industries guaranteeing some rare materials during war, it is con¬ 
sidered expedient to maintain the industry at any cost, and, at the same time, it is 
not considered expedient to nationalise it. Since ordinarily the object of protection 
is to enable the local industry to set itself up in sufficient strength to resist compe¬ 
tition from abroad, I think that, while Government should give such industry every 
help and facility in the shape of technical advice, transport, supply essential raw 
materials and stores etc., it should not impose meticulous conditions about price 
policy, wages etc. Interference in such matters, however well-meant, does more 
harm than good in most cases; and straight-forward nationalisation might well be 
the lesser evil. Anyway, unless the Industry itself adopted a proper policy in respect 
of prices, wages, technological improvements etc., it would not be able to stand up 
to competition. If, on the other hand, the industry is short-sigl ted and does not, 
of its own accord, discharge these implied obligations, it will forfeit its claim for 
further protection, which might otherwise be given to it. The real thing to safeguard 
against is in respect of those cases where, owing to subsequent developments, the 
protection already given becomes excessive, and, obviously, the only remedy in 
such cases is to ask the Tariff Board to make further investigations and to withdraw 
or curtail the protection already given. There should, however, be a systematic 
and close inspection by competent Government officers on behalf of the Tariff Board 
to ensure that protected industries do in fact increase their efficiency, bring down 
costs and improve quality. 

Question 69 .—I think that the question of protection should not be mixed up 
with the question of standardisation and control of qualities. Force of competition 
coupled with increasing intelligence amongst consumers will, more or less, auto¬ 
matically lead to standardisation and better control of products. Obviously, 
organisations for control and standardisation should be predominantly professional 
and technical. 

Questions 70 and 71 .—Already answered. 

Question 72 et. seq. —I think, under present conditions, for many more years to 
come, it will be an advantage for Government to have a Planning Commission or 
some other body of that type to co-ordinate the various plans of development of the 
country, but the existence of such a Commission will not dispense with the need for 
a Tariff Board. Similarly, if it becomes necessary to exercise closer control over 
industries generally—not merely protected industries—another body for that 
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purpose may also be set up. Any way, we must not lose disproportionate time and 
energy in the settlement of problems of mere organisation, but should get things 
going. 

Question 77 et. seq. —I agree with the views of the Commission of 1921-22. 

Question 80. —I do not suggest any change. 

Question 81.— There is a feeling, rightly or wrongly, that the Tariff Board is 
not of sufficient permanency and does not have enough staff and equipment for the 
discharge of its duties; but I may be wrong in this respect. The Tariff Boards now- 
a-days seem to get through their enquiries more quickly than their predecessors 
did, but even so, it is, I think, desirable to expedite the enquiries further. 

Questions 82 and 83. —I should imagine that the object of the present procedure 
is to discourage frivolous applications. But I do not see why there should be any 
objection to the Tariff Board making recommendations suo motu in a particular 
industry, even without an application from that industry though such a case may 
not often occur in practice. 

Questions 84 and 85.— The whole thing really boils down to what should be th Q 
machinery for shifting frivolous applications, and on the whole I should prefer the 
applications to go directly to the Tariff Board who could reject frivolous applications 
without elaborate examination. 

Question 86. —Nil. 

Question 87. —With a properly constituted Tariff Board, I cannot imagine why 
the Government should differ from the Board’s conclusions; but, obviously, the 
Government must have, at least in theory, the power not to accept the Board’s 
recommendations. 

Question 88. —On the ground of flexibility, I should prefer a non-statutory basis. 


SHRI G. D. BIRLA, BIRLA HOUSE, NEW DELHI. 

I would not attempt to give answers to the questionnaire issued by the Com¬ 
mission. I would rather put my views in a very general manner and propose to 
answer such specific questions as may be put to me when I appear before the 
Commission in person. 

Every proposal that we may formulate for the betterment of our economy 
should be judged only by one criterion—that is, how far will it contribute towards 
the increased national wealth and thus raise the standard of living of the masses? 
Anything that impedes the achievement of this objective must be cleared out of 
our way and anything that promotes the journey to the above end should be adopted 
as the ‘ism’ of the country. 

Looked at from this angle, there could be no two opinions that the first thing 
that a poor country like India, which proposes to build up an edifice of prosperity 
in the shortest possible period needs is hard and still harder work. The implication 
of this translated into concrete form is that:— 

(1) Even if a 54-hour week could no longer be re-adopted, a 48-hour week must 
be the minimum work demanded from every citizen, of course, in his own line, be 
he a worker, a clerk or a teacher. Any attempt to reduce the working hours by the 
back door, as is often being attempted, must be firmly resisted. 

(2) Unnecessary holidays must be cut down and at least 310 days in a year 
should be prescribed as the minimum working days. At present we are working 
300 or less days. It is the nation that pays for holidays. In other words, a larger 
number of holidays would only contribute towards greater poverty. 
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(3) Industries should be encouraged to open their own Canteens for providing 
balanced and good diet at reasonable cost and also medical help conducive to stamina 
and good health for hard work, 

(4) Bonus and other rewards should be linked up with production and 
attendance. 

(5) Rationalisation and other measures to increase production per man-hour 

should be encouraged. ' 

(6) All forms of idleness except for recreation should be discouraged. “And 
on the seventh day God finished His work which He had made; and He rested on 
the Seventh day from all His work which He had made”. Had He worked one day 
and rested six days, He would have been starved to death! 

But with what are the people to work hard? To work hard, we need a job. 
And for a job we need land and factories with all their equipment. We need better 
transport, more roads, rail and ships. And for all this, we need new capital. 
Capital comes out of profit which is saved. It cannot come out of loss and extra¬ 
vagance. Hard work savings and investment, these are the first steps. Social 
services, houses, more leisure and other things have to come after we have produced 
new wealth. 

If we are to industrialise quickly,—we need capital, Indian and also foreign - 
I am not in favour of borrowing in foreign countries on the Governmental level. 
Private investors would not be interested in any Governmental enterprise. 
Government has planned a few things. Two steel plants to cost about 200 crores, 
a machine tool plant to cost about 20 crores, an electrical goods factory to cost about 
3.0 crores, and a few other things. Not one pie has been invested by private investors, 
Indian or foreign. I don’t think any foreign capital is likely to be attracted to this 
•country unless a few things are done. The greatest handicap is too much regi¬ 
mentation and too high taxation. 

The thousand and one “don’ts” directed by Government have killed all initia¬ 
tives. Looking at the following tables of Sugar production we find that since U.P. 
■and Bihar imposed their stranglehold on sugar, its production has been dwindling 
in these provinces. Whereas, in other parts of India it has been progressing, though 
not much, again due to some sort of control by the Centre. In U.P. and Bihar, the 
Sugar Industry is told when to produce and how to produce, at what price it should 
buy and at what price it should sell, from where to buy and to whom to sell, how 
much it should pay to the workers and how many of them it should employ. Even 
molasses are controlled. Why should any industry need talent and drive If directives 
are issued by the Secretariat which must be obeyed, whether good or bad. Such 
a system may be good enough for driving cattle, but it is not what is needed for 
men. What is required is to let loose in an orderly fashion all the intelligence and 
creative talents of men which we have so long frozen. 

Table I 


•Comparative Growth of Sugar Factories in the Various Provinces since 

(No. of cane factories working) 

1931-32 

Name of Provinces 

1931-32 

1938-39 

1942-43 

1946-47 

TJ. P. ... 

14 

69 

71 

65 

Bihar 

12 

::2 

31 

29 

Madras 

2 

7 

10 

11 

East Pnnjab . 

1 

3 

4 

10 

Bombay 

2 

7 

9 

9 

West Bengal & Assam 

— 

8 

8 

2 

•Orissa 

— 

2 

2 

1 

Indian States 

— 

11 

15 

17 

Total for India. 

31 

139 

15 0 

135 
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Table II 

(Figures in lies of tons) 


Season 

V. P. 

Bihar 

Rest of India 

1931-32 

66,312 

75,091 

17,178 

1939-40 

6,59,600 

3,22,100 

2,60,100 

1940-41 

5,13,300 

2,64,100 

3,36,000 

1941-42 

3,82,900 

1,17,300 

2,77,900 

1942-43 

6,12,500 

2,37,400 

2,20,800 

1943-44 

7,27,100 

2,12,400 

2,76,900 

1944-45 

5,28,900 

1,69,900 

2,54,700 

1945-46 

5,25,600 

1,78,600 

2,40,600 

1946-47 

5,25,800 

1,48,209 

2,46,600 

1947-48 

5,71,000 

1.79,400 

3.06.300 

Now let us study the story of cloth. 

During the few months of decontrol 

production went up to 401 million yards -pei 

r month. Now we are 

producing less. 

than 300 million yards 

per month. 



According to the “Eastern Economist” 

Index of Industrial Production, the 

general index that was 

126 - 8 in 1943-44 is now as low as 105‘1. 



India (without Pakistan) produced about 50 lacs bales of cotton. After wo 
started meddling and fixing an uneconomic price for cotton, the crop has come down 
to 24 lacs bales. The diversion of land from cotton to food has not given any 
increased production as could be found from the Government figures. According 
to the “Eastern Economist” Agricultural Index, the figure that was 106 in 1943-44 
was only 92 (provisionally) in 1948-49. Our capacity for cement production is. 
nearly 3 million tons, but we have not been producing it. Even the normal ex¬ 
pansion of industry which used to take place before the war is at a standstill. If 
there were savings, which there are not people would not invest in new ventures, 
With all sort of uncertainties and interferences. 

This does not mean that I am not in favour of a planned policy. I definitely 
am, but not in favour of pedantic paper plans. 1 believe in planned policy. Those 
who think that America or England had no plans when they built up their industries 
are making serious mistakes. They had their plans such as allowed a free play to 
all the creative energies of the people and on a very wide scale. And the result has 
been what we see today in these countries. Russia, on the other hand, with all its 
regimentation, if Collin Clark is to be believed, has not made any equally appreciable 
progress in her per capita national wealth. Our planning should be”of the type 
of a Municipal Corporation which, subject to certain rules, pass the plans of buildings 
and give full freedom to the builder after that, without stipulating that the contrac¬ 
tor should buy bricks from A, mortar from B and cement from C, and then try to> 
enforce its decision through an Enforcement Branch keeping the builder and the 
contractor under a constant dread of the police. This is not planning for construc¬ 
tion but for destruction. This is what is happening just now in India. Production,, 
investment, savings, initiative are going down ; poverty, misery and unemployment, 
are going up. This sort of destructive regimentation must go. The Planning 
Commission should plan to promote initiative and creative tendencies of the people,, 
subject of course to certain elementary patterns. 

We cannot get capital in this country with such high taxation. The greatest 
investors are the middle and the upper middle class people. They are groaning 
under the burden of high taxation, direct and indirect, and can save little for invest¬ 
ment with the present high cost of living. With the Punjab ruined, Zamindars and 
Princes finished, the high taxation has left no investor. Taxes ultimately raise the 
cost of production and contribute towards inflation. Taxes, therefore, in the interest 
of bringing down the price as well as for promoting savings, investment and increased 
production, must be brought down. 

There was talk of nationalisation which happily now is receding in the back 
ground. At present we can socialise only the poverty and the misery. This can* 
not raise our standard of life. What we need at present is to socialise prosperity' 
In other words, we must create prosperity and then get everybody infected with it- 

I shall be glad to answer the questions that may be put to me. 
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Sir Chunilal B. Mehta, Bombay 

PART I 


Question 1 .■—My reply is yes. 

Question 2 .—The principal changes in our agricultural situation, more specially 
due to the partition of the country, are as follows:— 

(а) Substantial areas growing cotton and jute have gone to Pakistan and 
the result is that the crops of both cotton and jute, so far as Indian 
Dominion is concerned, have become smaller. 

(б) Consumption of Indian Dominion specially of cotton as well as oilseeds 

has increased. 

(c) As regards international trade, we have almost lost our export markets 
specially for cotton. 

Question 3.—The reduction in cotton crop will materially affect our textile 
industry. At present India has to rely on Pakistan and other foreign cottons and 
unless and until crop of medium and long staple cottons is increased in India, the 
textile industry will be under a great handicap. 

Although India has removed import duty on cotton from Pakistan, Pakistan 
continues to keep up the export duty on raw cotton from Pakistan. The amount 
of duty is a very heavy one and it makes the cotton of Pakistan comparatively 
dearer to India. 

In this connection it may be pointed out that import duty on cotton imported 
from other foreign countries than Pakistan is continued. 

In view of the heavy export duty on cotton from Pakistan and in view of India 
not likely to be able to grow sufficient quantity of medium and long staple cotton for 
at least ten years to come, it is necessary for progress of the textile industry of India 
that import duty on cotton from foreign countries other than Pakistan should be 
abolished. 

Question 4.—The basic requirement in our agriculture is to increase the yield 
per acre by the use of fertilizers and increased supplies of w r ater either through canals 
or through boring wells. 

In the above paragraph I have specially referred to cotton crop. There is no 
question of intensified industrialisation of textile industry, but there is the question 
of sufficient supplies of raw cotton to the existing textile industry. 

Questions 5 and 6.—These are the questions which will be better replied to by 
the different industrialists interested. 

Question 7.—(a) The present position of small scale and cottage industry in the 
economy of the country is comparatively insignificant and requires to be properly 
encouraged. 

(b) (i) The relation of small scale and cottage industry should be subsidiary to 
agriculture. 

( ii) Small scale and cottage industries should be supplementary to large scale 
industries. But there can also be small scale and cottage industries independent 
of large scale industries. This can prosper only if the small scale and cottage 
industries are properly protected from competition by large sq^le industries as 
well as imported materials. 

Question 8.—Under the present circumstances and even in the long run small 
scale and cottage industries have a significant role to play in the economic 
development of the country. 
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Question 9.—(a) Dairy industry can be subsidiary to agriculture. 

(b) There are generally a number of parts and minor equipments within the 
large scale industries which can conveniently be done by hand work, and such 
things can be supplementary to large scale industries. 

(c) There are many works of Arts which can be independent units of production. 

Question 10.—Pine Art industries can be considered specially suitable for ex¬ 
port purposes. 

Question 11.—I do not think that protection of large scale industries has affect¬ 
ed small scale and cottage industries. 

Question 12.—The main handicaps from which small scale and cottage industries 
suffer at present are competition from large scale industries as well as imported 
materials and generally lack of appreciation for the products of the country. 

As regards the steps for the removal of these handicaps, the suggestions are- 
that special facilities should be given to the products of small scale and cottage 
industries along with preference for the purchase of those products by Government, 
departments, bearing in mind at the same time that in the beginning the quality 
may not be according to the present day taste of the users and the prices may be 
comparatively little dearer, but by patronizing such products time would soon come 
when good quality products would be available at reasonable prices. 

Question 13.—The steps necessary to safeguard the interests of the small scale 
and cottage industries when trade agreements with foreign countries are negotiated 
are that special tariff preferences should be secured for the products of such small 
scale and cottage industries. 

Questions 14 to 20.—These are the questions which will be better replied to by 
the different industrialists of the country, but personally, I feel that policy of 
discriminating pro ection in itself is basically wrong and not in the interests of 
the industries of the country. 

Questions 21 to 27.—These questions would be better answered by the different 
industrialists themselves. 

Question 28.—The revenue tariffs imposed in the past have had a fairly good 
effect on the growth and development of different small industries and also reduced 
in some cases the imports of similar goods. 

Questions 29 to 33.—The same remarks as made under questions Nos. 21 to 27 
apply here also. 

Question 34.—Relatively much more importance should be attached to the 
fiscal measures under present-day conditions for the promotion of our trade and 
industry. 

Question 35.—In the present state of Indian industries, India should look to the 
reduction of foreign imports as much as possible and for that purpose an appro¬ 
priate tariff policy can assist to a considerable extent in the development of our 
industries which would ultimately reduce the volume of imports. I do rfot think 
that a tariff policy can be much successful in increasing the export trade and it is 
not necessary also. 

Question 36.—For the short term period the objectives of our tariff policy should! 
be to see that consumer goods are not imported to an extent and at a price which 
would affect adversely our existing internal industries of consumer goods. 

Question 37.—I do agree with the minority report of the Indian Fiscal Commis¬ 
sion 1921-22 that there should be an unqualified pronouncement that the fiscal 
policy best suited for India is protection. 
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Question 38.—The principles and conditions for regulating the grant 01 pro¬ 
tection or assistance should not be too trying and should not expect very quick and 
fine results from the industry. 

Questions 39 and 40.—I agree with the view that the grant of protection should 
be given consideration if necessary even before an industry is established or when 
proposals for its establishment are under consideration. 

Question 41.—(c) I would like the appropriate method to be determined in each 
case on its merits. 

Whenever the internal cost of production is high and the foreign prices are low, 
then the system of protective duty is preferable whether the volume of internal pro¬ 
duction is sufficient for the internal requirements or not. 

On the other hand, whenever the internal cost of production is low and the foreign' 
prices are high but the volume of internal production is not sufficient for internal 
requirements, then the system of pool prices should be adopted for distribution. 

Question 42.—The Government’s policy and procedure where the situation calls 
for only safeguarding or anti-dumping measures as distinct from substantive protec¬ 
tion whether for small scale or large scale industries should be to raise the tariff walls 
to the extent that all dumping may cease, or whenever internal production is sufficient 
for internal requirements, then the imports should be prohibited. 

Question 43.— (a) The place of export duties in the tariff system in the future 
should be rather comparatively small and attached only to those commodities and 
goods which may be the monopoly of the country or for which there would not be 
any competition from any other country in the third market. However, export 
duties may be levied on those commodities and goods which may be necessary for 
internal requirements. 

( b ) There should be export control for the purpose of safeguarding the domestic 
consumer against critical shortages as well as for conserving domestic supplies of 
raw materials necessary for utilization by the domestic industries. 

Question 44.—Fiscal measures can help an established industry to maintain its 
exports only temporarily. It is for the industry itself to be able to stand competition 
in the export markets. However, the industry should not be at any disadvantage to 
secure its raw materials etc. as compared with its competitor. For instance, at pre¬ 
sent there is import duty on foreign cotton. The millowner or the exporter who 
exports piece goods made out of that foreign cotton should get refund of the propor¬ 
tionate duty paid by him for imported cotton which at present is not refunded. 

Question 45.—No. 

Question 46.—Variations in import duties to meet variations in import costs 
should not be too frequent. 

Question 47.—The considerations governing the choice between the various a 
ternative forms of duties such as specific, ad valorem, compound, etc. may depend 
upon individual cases of protection. 

Questions 48 and 49.—I would like a minimum duration to be laid down for 
protective measures subject to extension if necessary. 

Question 50.—I could not make out whether the question refers in its aspect to¬ 
wards affecting-the industry or in its aspect towards general imports which may not 
have much bearing on the country’s industries. If the question relates to the former 
then the existing system of revenue tariff classification requires modification to a con¬ 
siderable extent. In that case much importance should not be given to loss of revenue 
to the public exchequer, neither should importance be given whether a little burden 
on the consumer is reduced or not. Importance should be given from the industries 
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point of view. However, in the latter ease, first importance should be given to th© 
fairness to the importer which would automatically reduce the burden on the con¬ 
sumer and which may not result in any appreciable loss of revenue to the public 
exchequer. 

Question 51.—The objectives of our long term fiscal policy should be that th© 
internal industries should be allowed to progress so that they may be able to supply 
the internal requirements. 

As regards foreign trade, imports of industrial raw materials specially of raw 
cotton and capital goods will have to be continued for some years to come. 

On the other hand, it can be conveniently said that India will not have much 
to export in the near future, except those commodities and goods which she is now 
exporting owing to the expected development in the internal demands. 

Question 52.—I do not think that it will be necessary for Government to facili¬ 
tate the objectives of our fiscal policy to participate in foreign trade either in th© 
short period or in the long run. 

Question 53.—Does not arise. 

Questions 54 to 57.— 

Question 58.—Now that India has attained independence, the question of imperial 
preference should not and could not remain. But under the present world circum¬ 
stances there appears to be a necessity for bilateral agreements which are against 
the main principles underlying the Havana Charter. 

Question 59.—If there is no imperial preference, the question does not arise* 
Even if the scheme of imperial preference is continued, it should, in future, be on the 
basis of bilateral agreements and not on imperial preference. 

Questions 60 to 64.— 

Question 65.—My reply is the same as for question 59. 

Question 66.— (a) I consider that industries receiving protection or assistance 
from Government owe a special obligation to the rest of India. 

( 6 ) 

Question 67.—(a) It is necessary to stipulate that no protected or assisted indus¬ 
try should engage in any restrictive practice in respect of production, distribution and 
prices. However, there are occasions when certain restrictive practices have to be 
adopted and as such Government should have power to allow such practices if they 
are convinced of the necessity of the same. 

(b) A right of association or combination of different units in a protected or assis¬ 
ted industry should be given on principle that restrictive practices in respect of pro¬ 
duction, distribution and prices may not be adopted except with the permission of the 
Government. 

Question 68.—In case an industry applies for protection before being established 
and in case an established_industry requires and receives protection, conditions 
should be laid down that sufficient finances and technical skill are available. 

Question 69.— 

Question 70.—I think that obligation should not be embodied in the relevant 
statutes dealing with protected or assisted industries but should be left to be prescrib¬ 
ed by the tariff making machinery on an ad hoc basis in each individual case of an 
industry seeking protection or assistance. 
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Question 71.— (a) I do not consider that any special administrative machinery 
is necessary to ensure that the obligations or protected and assisted industries are 
duly discharged. 

(b) I would not prefer that this function should be entrusted to a special wing 
of the tariff making machinery or any other existing organization. 

(c) I think it would be sufficient if Government is represented on the management 
of protected or assisted industries in order to ensure that these obligations are carried 
out in the spirit in which they are conceived. 

Questions 72 to 76.— 

Question 77.—Yes, I agree that a specialised organisation for tariff purposes is. 
essential to the implementation of a scientific policy. 

Question 78.—I agree that the Tariff Board or the Tariff Commission should be a 
permanent body of high standing consisting of members who are of high ability, 
integrity and impartiality with a knowledge of economics and practical acquaintance 
of business affairs. 

Questions 79 to 88.— 


PART II 

Sir Chunilal B. Mehta, Bombay 

Question 89.—I do approve in general of the basic purpose and objectives under¬ 
lying the Havana Charter on trade and employment. 

Question 90.—I do not consider that the provisions and safeguards laid down in 
the Charter for the economic development and reconstruction of backward and under¬ 
developed countries are adequate for the requirements of India. 

Question 91.—The provisions and safeguards of the Havana Charter fall far short 
of India’s minimum requirements. For instance, at every stage importance is given 
to international trade while India under the present circumstances is in need of 
increasing internal trade as against the international trade. 

Under article 15 of the Havana Charter, any member or say India contemplating 
the conclusion of an agreement of a preferential type or of a bilateral character, the 
member or India shall have to apply to the Organization and the member can get 
such permission only by a two-thirds majority of the members present for voting and 
that also subject to such conditions as the Organization may impose. Generally, 
it is a known fact that the International Organizations are working rather in a group 
system, and if the interests of different member countries are effected adversely— 
which would naturally be the case—permission may not be granted or even if granted 
it may be with such stipulations that the desired results may not be achieved. 

It may be mentioned here that article 20 which is in connection with the general 
elimination of quantitative restrictions is in itself sufficient for India to hesitate to 
accept the Charter. 

Question 92.—While the terms and conditions proposed in the Charter for the con¬ 
tinued employment of the existing foreign capital and new foreign investment are. 
not much against the requirements of India, yet it may be pointed out that in a number 
of countries such as United States and South Africa there is a tax levied on the earn¬ 
ings by way of dividends or interests of aliens. For instance, an Indian, who earns 
some dividend or interest either in the United States or in South Africa is required 
to pay a tax, because he is not the citizen of the country. On the other hand, under 
the Havana Charter, India has no right to levy any tax on the foreigners who invest 
capital in India and earn interest or dividend, because the earners are aliens. 
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Question 93.—I am not in agreement with the broad lines of the commercial policy 
as set out in the chapter 4 of the Havana Charter. 

Question 94.—My objections are to aritcles 20 and 21 of the Charter. My ob¬ 
jections relate to both short term and long term periods. 

Question 95.—Although there may not be any injurious effect on our trade and 
industry on account of our acceptance of the obligations of the Charter in the short 
period, yet to my mind it will definitely cheek the progress of the industrialisation of 
India in the long run. 

Question 96.—On a careful balancing of pros and cons I do not approve of 
India’s adherence to the Havana Charter. 

Question 97.—The basis of the broad lines of India’s commercial policy should be 
industrialisation of the country without any restrictions, though India should co¬ 
operate with other countries of the world, safeguarding her own interests. 

Question 98.—This question does not arise. 

Question 99.—I do not agree with the main principles underlying the general 
agreement on tariff and trade as laid down in Part I and Part II of the agreement. I 
cannot detail my objections under specific heads, as I have not got with me the copy 
of the Agreement. 

Question 100.—Whatever concessions are supposed to have been received by India 
are no concessions at all, because almost all the articles for which concessions are 
said to have been received are common articles and required by the different countries 
of the world whether we have given any concessions in return or not. 

Question 101.—On a careful examination of these reciprocal concessions I do not 
consider that the provisions of the General Agreement on Tariffs and Trade have been, 
on balance, in the interests of India. The concessions received by India are practically 
no concessions. 

Que'Hon 104.—As a matter of fact, other things are not equal and as such the 
tariff concessions granted to and received by India from other countries will have to 
be reconsidered in the light of latest developments. 
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